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LIMITED LIABILITY COMPANY OPERATING AGREENMENT
FOR
i hongest Deve, JLC .

THIS LIMITED LIABILITY COMPANY OPERATING AGREEMENT (the Agreement) is made

and eotered intasofithe 26 dugof, Anril 2002 yeens by and among;
Wichael J. Blake

Joho Hutfiman

David Rudick

R Blake Kz‘ii%may

; ;;w %*é%;:%:ﬁ roster Sor wpoladinl Aeabers @ “:f/ Aol ~— -

and ouch individust or business emtity a5 shall be subsequently admitied to the Company. These
mdividesls sndfor businpss extities shall b baoven a8 and feforred 1o a5 “Moemberd™ and individ-
ually awa “Member” WHEREAS, the partiss have founed & Limbnd LigbiiRy Company named
above through their initial rogistered agent ___ Michael L Blake . pursuant o the

tows otthe St of Arizong CWOW, s sonsideration of the conditions ind

mutual covensnts comained Bevein, and for good amd valuable congideration, the partdes agree

upon the following terms and conditions:

ARTICLE 1: COMPANY FORMATION
1. The members herehy form and vreanize the company a5 & Linibted Liability Cornpany subjedy

1o the provisions ofthe Arizona Limited Lishilty Company Aot in offct as

of this date, Artleles of Onganitzation shall be fled withthe | Atizong

Secroary of Sate.
2, The members agree 1o 2xeonte this Operamng Agrermens and hareby scknowledge for good and
valusble zonsideration receipt thersof, To i the imention of the members ‘thay tis Operating
Agreement shall be the sole source of sygroement of the parties,

bothe event any provision of this Operating Agreement ig prohubited or rendered ineffective under

the laws ol Aripong this Operaing Agrosnent shall be congidered armended to
conformto thy,  LECC  Adtes et fmh inthe Code of Arizona . The

venlidicy of any proviswn of this Uporating Agresment shall not affect the subsequent validiy
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of amy wiber provisions of this Operating Agrecimant
3. NAME. The narie of the company shall be Longest Drive, LLC
. The business of the company shall be
condusted under that remé or such trade or Tletitions names-as the members may determing
4 DATE OF FORMATION. This Opersting Apreement shall become effective upon its filing
with and acceptance by the appropriae stam agency.
5 REGISTERED AGENT AND OFFICE Thetompany’s itial registered ageor and registered
office shall be Michae! | Blake V900N, 52nd Strect, Paradise Valley, AZ 85253
. Mynaging wicmbers miay change the registered
agent ur registered office &t any thme, by Sling the necossary documents with the appropriate state
agency. Should manayging menbers 1ail o acy in thig regird, any member may file such notice

of change i resten

b spout o registened offiee
6, TERM. The company shall continug tor 2 pericd of thiny (303 vears frons the date of frmation
nnless:

4} The tevm s extenided by amendment of the Operating Apreement. Membess shall hawe
the right W sontinue the business of e Compary and toay exercise hat right by the
upanimous vote of the remalsing Mombers within ainery (9097 days after the vecamgnce
o the ovarg desoribed beloows,

b} - The company is dissolved by o majority vote of the msmbership,

€} The death, resignation, expulsion, fetirement, bankrupidy, incapacity or dny other
sven thas werminates the tontinged mambenship of & Momber of the Company.

) Any cventwhich makes itunlawiul forthe bugidess of the Company 1o be carricd
on by the Mombers.

¢} Afy other ovent causing the dissolution of & Limited Liabithy Company under the

laws of e g of Arirong
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ARTICLE I1: BUSINESS PURPOSE
Tt is the purpose of the Company 10 engage in conimercial real estate investront
. The: foregoing purposes and activities
will be interpreted as examples only and not us Hmitations, and nothing therein shall be deemed
as prohibiting the Company fram sxtending its activities Yo any related or othervise permissible
Tawful business purpose which may become necessary, profitable or desirable for the fuctherance

of the company obicctives expressed sbove:

ARTICLE HH: CAPITAL CONTRIBUTIONS
1. INITIAL CONTRIBUTIONS, Ench Member shall sorteibute to the Company-cdpital prior to
ot simultaneously with, the execcution of this Agreoment. Eagh - Muortber shall have made inital

capitstpomributions in the following amounts:

Name of Member Value of Capital Contribution
Michact 1 Bl Sioga0n
Joto Huyffman $50,000
David Rudick 30,000
. Blake Ridgeway §20,000
K banbBgur, ff“cwM
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N interest shall scorse on nittal capital conmbutions:
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2. ADDITIONAL CAPITAL CONTRIBUTIONS. If mansgement decides thar additional w;:u;ai

contributions are necessary for operating expenses or to mwet other obligations, notice miust be
setit o each Momber soiting forth cach Member's share of the totgl contribution. Such notice most
b in writing mnd delivered to the Member at Teast ten (10 business days prior w the date the
contribation is due. Ay such addifiona) capital contribution Is strictly woluntary and any such
cofmmitent i 1o be considersd a loan of sapital by the Member to the Compuny, Such additional
capiial contribuion docs put inany way morease porcentape of menbership merest. This loan shull
bear interost ai 1% points above the curramt privac rate, Any loan under this
subseciion shall be paid in foll helore any distdbotions e inade under Anicle TV
Teais priivis dows wor consiiie e isuderon o Tegh s i seoites. mmwm«mmmmmﬁwmmﬁmfwmm
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3. THIRD PARTY BENEFICTARIES Nothing inthe rdpobvesoainny iy itended iy benefit any
creifitor or fhird party 10 whom oblipations are owed without the expragsed wrinew sonsent of the
Company or any of #s Members,
4, CAPITAL ACCOUNTS. A cgpital account shall be esisblished by the Company for sach
Mepsber The capital acoount shall conslst of
a} The argount of the Member’s Capital Contributions to the Company including the faie
market wabse of any property 40 somributed wethe Company or distbuted by the
Company 1o the Member
By Member's ghire of net proflis or set Josses aod of any sepamis allocations of ingome,
gain (ncluding wnvealized gaind, Togs or doduction. The malntenance of caplital
gecounts shall at ol thnes be Inaccordanes with the reguiremenits of stare law,
S ADDITIONAL PROVISIONS:
ay Caphal accounts shall be non-interost hearing vooounts,
B Vel the dissoludonel thecompany, no Momber may receive Company property in
remaen for Capltal conteibutions.
£3 TheTiabdliny of any member for the Tosses & obligations ncurred by the Company
shall be dimited 100 Payment of capitsl contributions when dug, pro vule share of
undistributed Compiny essets andoenly 1o the exent required by 1aw, any previous

distribusions w th Member from S Company

ARTICLE IV: PROFITS, LOSSES AULOCATIONS AND DISTRIBUTIONS
1. ALLOCATIONS. MNevprofits, losses, gains, deductions-and ¢redits frony-operations and
financing shall be distributed among the Members i proportion to their respective interest and b
such thng ag ghall be determingd by the Members.
2. DISTRIBUTIONS, Management may make dissibutions stnally or mere Trequently if
there is excess cash on hand after providing for appropriase expensss and lebilities. Stich interim
distribogions are allocuied 1o sach Mewiberaccording 1o percentage of mésmbership intcrest.
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ARTICLE Vi MANAGEMENT
1. MANAGING MEMBERS, The names and addresses oF Managing Mombers ares
Michac J. Blake - @%&N m&s: Paradisc Valley AZ 85253~ feaber @
Tohn Huffmn5239-E- Farquoist AVE PIINE Valley AL 83253 Jleiibe, w7l

Wiy
rﬁ?}%hmi*}

%sansgmg &&ﬁmbem ahai? make éfmsmns mgaxdmg the sl affaazs a%* the {Zampm Amaiority

vote of the memsbership shisll name 88 many menagry 45 the Membership deemnecessuty and the
membership shatl glect one Chicl Operating Manager who &8 responsible. for carrying-out the
decisions of the managers,

2. NUMBER OF MANAGERY. The membership taay glect one, butnot fewer than one, musmager. |

vt:‘z
%‘w
~
o

3, TERM OF OFFICE. The term of office is not contrectual but continmes uniil:
a3 & Bixed verm of office. g5 designiied by e membership, expires.
b} The manager is removed with or without dause, by a mujority vore of the membership.
¢y The dissociation of such manager
&, AUTHORITY OF MARAGERS. Oaly managing members and suthorized agoms shiall have
the power to bind the Company. Back managing mendbier is authorized ov the Company's bebull wo
4) Purchase, or otherwise acquire, scll, develop, pledge, convey, exchange, lease or
wtherwise dispose of Company assets whersver locaad:
by Inifiase, proscoute and defend any procecding od behalf of the Company.
¢ Insur and secure Habilities and obligations on bebalf of the Company.
d) Lond, inves of ro<nvest company assets ®s soourisy for epayient. Money sy belent
to fembers, employees and ugems ofthe Company,
ey Agpod pificens and ppents and Biee copliness JUIS dlen the provinee of anagement
to definie duties and establish levels of compensation. Management corspensation will
be determined by majerity Membership vore,
£i Excowe and deliver-all contfacts, conveyanues, assignments, leases, subleases,
franchive and licensing agreements. promissory notes, foans, securily agresments

ot any athér kind relating o Company business,

Trex ot e itseirey of 508 SRS Tt ; Vo S0 R i 0% e
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87  Establish pensions, truss, file insurange, incentive phass or anyvariation thereef, for
the benefit of any orall cuprens or former pplovees, mombers and apents of the
Company.

Bl Make charsable donatfons i the Conipany's same,

i Beck advice fom members ot partoof slocted management, although, such alivics
newd nor be hegded.

31 - Sugiply, upon the tegquest of any Member, infemation about the Compsny srany ol its
activities mchudimg but vor Bimited to, detess. 1o company redords for the purpose of
nspecting and copying company books, records and maerials inahe possession of
manazaneyt The Rogueesiing Member shail be responsible for sty axpenses incared
bthe exercise of these riglis ses Forth i this dooament.

5. BTAMDARD OF CARE AND EXCULPATION. Any member of manggemelt must refrain
from engaging fnogrowshy neglipent, rockless or intentong] misconduct, Any sct o bindssion of o
member of mansgemiont that results in foss or dammpe tothe compiny or Member, W done in good
Fadth, shall nod ke the roanager Hable 1o thie Members,

5 INDEMNIFICATION. The Company shall indemmife s Membeors, Managers, vaployess and

ngentsas follows: [/

ki Expeagses oFher Sy ;g;%;.f ¢ LTI, PR S g@gw%}

a} Every Manager, agoat; or omploves of the Company shall ge indesmified by die
Compativ-agades all expenses and Habilities, including counsel fosrensonably
motrred by bim in comnectisn with any srocesding to which he sy bocome fnvelved,
by reason of his being or having besn s Member of the- Company or Hoving strved nt
the reguest of the Company as s Manager, employes, bragent of the Company or any
settlemiont thereof, whether or ot hie s o maniger, smployee or agent 41 fhe time such
exponsyi are incurred, sxoept in such cases wherein thé Manager, ageat or emplovee
is adjudged guilty of wiliful misfeasance or matfeasance in e pérformance of his
duties; provided that i the event of d settlonten the Inderanification hesin shall apply
sindy when the Matagers approve such seitlement and seinbussernent as being for the
best interests of dic Company.
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B The Company shall provide fo any peison who bs orwas o Member, Maisger, employee,
or agent of the Company or is or was serving =t the request of the Company as
Manager, omplovec, opagent of the Comipany, the indemnity againgt expenses of suit,

liigation or other proceedings which Is specifically permissible undar npplicable law,

ARTICLE VI: TAX AND ACCOUNTING MATTERS
1. BANK ACCOUNTS. Managenient shall establish benk accounts, deposit company funds in
those accounty and make disburscmens from those accomes,
2. ACCOUNTING METHOD: The cash method of aceounting shall be the accounting misthod used
te keep rocords of reeeipts and disbursements,
PP A Taxe Master Paniner shall be designated by the monagement of the compan - 38 designaned
by the IRS Code,
4. YEARS, The fiscal and tax years of the Compuny shull be chosen by managesme:.

3 ACCOUNTANT, An independent aoeouniant shall be selected by managemen:

ARTICLE VII: MEMBER DISSOCIATION
1. Uponthe first decurrence of any of the following svents, 3 persén shall cease 1o he a member
of the Company:
4) The bankruptey of the membet
by The deaily or court-ordered adjudication of incapacity of the member
&) The withdrawal of a mimber with the consens of & majarity voie of the romeiding
membership.
d) The dissolution and winding up of the non-Corporate biisiness member including the
termination of & st
e} The filing of a Centifieate of Dissolution by the corporatemember.
) The complete Hiquidation-of an ¢stute"s interest inthe LLC.
2} The expulsion of the membor with the majority consent of the remaining membership.
1) The expiration of the torm specified In Anticle 1, section 6.

Tl oty dows it tonsikiy Sk vindnsing of mmsmwmw v R AR T
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ZUOPTION TO PURCHASE INTEREST. Inthe pvent of dissosiation of s Membur, the Company
shall have the S o purchase the forsier Mombers torest sburrent fabrmarker viloe
ARTICLE WiH: DISPOSITION OF MEMBERSHIF INTERESTS
1. PROHIBITIONS.
Wi Mo membershiy nterest, be it o dale. sesignament, oxchange, wansfer, mosnes pledie or
grant, shall be disposed of if the disposition would result in the disolution of the
Company witheut full complisnce with alt sppropriste state and federsl laws,
by Mo member mayin sy way alienate 3l or paer of his memberchiy Buorest i the
Corpany b through assigninent, conveyincs, éncumbranics or salywithout the
prior writen consent o the maloriyy of the remainine members. Soch sonsent may be
given, withhield or:defaved a3 the remaining wembers see it
2. PERMISSIONS. A Mumber miy sssign s mombership Interestinthe Company subject 1o the
provisions in this articke The assigrment of membership intercst does not I sl omitle the
assignes to participese in the oumagement 67 the Company nor is the assignee entided to become
% member of the Compuny The sssignee & not a-subsyitute member but only an.asignee of
membership imerest and as such, is eatitled 1o receive the income and distribetions the assigning
member donld have otherwise roeeived;
A BUBSTITUTE MEMBERSHIP. Only upon the unanimous cotsent of the remidning membors
may an asstgnee ol membership interest beoome & substinge momber and be entitled woull vighiy
sssociared with heassignts, Upon suchadiission, the subgtinute momber is subieot to 3l reserictions

and labilities of 2 Mamber.

ARTICLE IXy MEETINGS
1. VOTING, Allmembers shall bave the right toovote on all of the following:
a1 The dissolution of the Compuany:
b3 The merger of the Company,

o} Any iransacion invelving suy poteatial conflicr of inonst.
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d) An amendmént to the Articles of Organization or 1o the Opersting Agreement.
¢) The transferor disposition-of all Company assets ounside the ordinary cousie o business.
2. REQUIRED VOTE. Unless a greater vote is required by statute or the Articles of nganizazimn
analffirmative vote of the majority of the membership shall be required.
3. MBETINGS.
a) The manager(s) shall hold an annual meeting at a time and place of their choosing. LU U ad ,
) Bpecial meetings of the membership oy bie called 3t any time by the managee(s) or
by at Teasiten {10%) of the membership interest of ol rhenibers. Written notlee of such
meeting must be provided at Teast sixty (603 business days prior and 1 Tarer than tén
{10y davs befors the date of hemstting. A wember may cloct 1o panfipate in any
scesing vis wlephone.
4. CONSENT. In the absence of an annual or special meeting and in the absence of & vote, any
action sequired fo beaken may be permitted with the westen consent of the mombisrs Baving not

less than the minimum number of votes required to suthorize such action at & mesting.

ARTICLE X: DISSOLUTION AND TERMINATION

In the event & dissdlution svent oocnrs the remaining mombership shell Bave the omion o et 1o
cominne the compuny as defined by Artlcle |, soction 8,

1. MERGER. In the event the election tw continue the company following a dissclution event is
nor obisined, = majority vore of the remaining vembers may elect to yicongtings the Cam;mzy
throtgh merger withand bo another Limited Lishitity Company pursuant wrapplioable state faw
ZOWINDIKG UR: I the members donot elect w gontinie the Company or reconstituie i, the
Munager or ofher person. selected by & majority vore of (e membership shall wind up the
Cémpanyl

3. FINAL DISTRIBUTIONS, After all Company assets have been liquidated ard all Company
dehis have boew paid, the proceeds of wuch Hauddation shall be dismibuted iomembern in accondance

This product Goes ruk viestue the rendinty o kgal atvice or ml{x:? Hhas pronbuct 14 nnenid e Sldiational use only and o oot 5 Sulvsthue o
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with their capital account balance, Liguidation procesds shall be paid within > days of e
end of the Company’s twxable year or, if laer, within: 57 dave afier the date of Touidation.

4 TNSSOLUTION, Upon completion of the winding ap peried, the:Manager ¢ other person
setected shall fle-with the Secratary of Staze the Centificate of Dissalution or itg squivalent and
avy other appropriate dovumaents 3y regquired by law

IN WITNESS WHEREOF, the parties hevero miaky snd sxecuto this Opsrating Avsoment onthe

dates set below their tomes, 0 b sffective on the dare Birst shove writien,

. ) . o RNCT . N ‘v}: ek
Signed and Agresd this 7 day of #oes AP e,
By
Manager:
Member
Member
Member:
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with their capital account balance. Liguidation proceeds shall be pad within ,’;35. days of the

¢nd of the Company's taxable vear or, if fater, within %< days after the date of I aidation,
4. IHBSOLUTION. Vpon cemspletion of the winding up period, the Manager ~othor person
selectet] shall file with the Secretary 6F Staty the Cortificate of Dissolution or it squivalent ssd

sy other appropriste dovuments as requirsd by law,
N WITNESS WHEREOF, the parties heteto make and execute this Operating A -eément on the

dates sy below thelr swscs, Yo be oective oo tho date first shove witon.
; . e " o y oy
SignedandAgreedthis /G dayof 7, JertK A - {year},

By

Munager

Membar

Membar

Seribar
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i (A) #S

Fro-fween
R
Carillon
favestments, lnc.
To Nhenael Biske T, Movember 18, 2002

Agenty #48

From r}% &&j&ﬁ &*“"’f""ﬁ’*’gmw &;ﬁ}ﬁg&u

Linda Shumerd, Ext. 3203
Berurihes Licensing Coordinalor
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Gierober 16, 2002

Carillon Investments
Aun Ay Sarkey

Re: Longest Drive, LLC

As a private investor in commercial real estate transactions, four friends and myself formed an
Arizona LLC with the sole intent 1o invest i commercial feal estate projects. Longest Diive,
LLC purchases membership interests in office condos as members in the LLC, set up for each
project by the developer. 1receive no fees, sompensstion or additionsl benefit othe thanmy
proportional percentage of profit if any is generated.

Fach member individually does their due diligence and invests only thosemonies they
individually are willing 1o invest in cach project.

Only if we are able to meet the investment minimum collectively, does Longest Drive, LLC
pake o investment,

} have no involvement in the Real Estate Company or project in which we invest,

{ am & member in Longest Drive, LLC for the sole purpose of a private investment.

/Maﬁ bt

Michast ] Blake
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To whom it may concemi;

Re: Longest Drive LLC
Grace Communities/Grace Capital LLC

Longest Drive LLC has been an investor only in numerous commercial real estate
projects that we have built or attempted to build. Longest Drive LLC has been treated
exactly the same as all other Grace investors. No one from Longest Drive LLC has been
employed in any capacity with Grace and no one from Longest Drive LLC has ever been
paid commissions for any services or fees.

Sincerely, L‘

Dumﬁ*:i Zelerna
Manager
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Financial Industry Regulatory Authority

Via Facsimile Transmission and US First Class Mail
(480) 383-1602

November 21, 2012

Roger W. Hall, Esq.

Buchalter Nemer

16435 North Scottsdale Road, Suite 440
Scottsdale, Arizona 85254-1754

Re: Michael Blake, Examination Number 20100217105
Dear Mr. Hall:

On November 21, 2012, the staff advised you that it made a preliminary determination to
recommend that disciplinary action be brought against your client, Michael Blake. During that
conversation, the staff also advised you of the nature of the potential violations. Specifically, the
staff made a preliminary determination that Mr. Blake engaged in undisclosed private securities
transactions between approximately February 2006 and March 2007 totaling approximately $3.2
million in the following Grace Community Properties: Burr Ridge, Romeoville and Deer Park, in
violation of NASD Conduct Rules 3040 and 2110. In addition, Mr. Blake violated NASD
Conduct Rules 3030 and 2110 by engaging in an undisclosed outside business activity. Finally,
Mr. Blake violated FINRA Rule 2010 and NASD Rule 2110 by misleading his firm concerning
his private securities transactions.

Please treat this letter as written notification that your client is the subject of an investigation for
purposes of triggering an obligation on the part of your client to update his Form U4 (Uniform
Application for Securities Industry Registration or Transfer) as he is currently registered.

Please also advise you that in the event your client wishes to file a "Wells" submission indicating
why an action should not be brought against him for some or all of the proposed alleged
violations, it is due by December 14th and must not exceed 35 pages. Wells submissions are not
treated as settlement documents and any statements contained therein may be used against your
client at, among other things, a FINRA disciplinary proceeding.

If you have any questions, please call me at (303) 446-3111.

Very truly yours,

Helen G. Barnhill
Senior Regional Counsel

cc: Director of Compliance

Ameritas Investment Corporation

Investor protection, Market integrity. District 3A ) t 303 446 3100
46005 Syracuse St., Suite 1400 f 303 620 9450

Denver, CO 80237-2719 www finra.org
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16435 NORTH SCOTTSDALE ROAD, SUITE 440 SCOTTSDALE, ARIZONA 85254-1754
Bu ChalterN emer TELEPHONE (480) 383-1800/ Fax (480) 824-9400

A Professional Law Corporation

Direct Dial Number: (480) 383-1845
Direct Facsimile Number: (480) 383-1602
E-Mail Address: rhall@buchalter.com

December 28, 2012

Via FedEx and E-Mail

Helen G. Barnhill, Esq.

Senior Regional Counsel

FINRA

4600 South Syracuse Street, Suite 1400
Denver, CO 80237

Re:  Michael Blake, Examination No. 20100217105

Dear Ms. Barnhill:

This will constitute Mr. Blake's response to the “Wells” notification sent on
November 21, 2012.

That letter indicates that FINRA staff has made a preliminary determination that Mr.
Blake “engaged in undisclosed private securities transactions between approximately February
2012 and March 2017 totaling approximately $3.2 million . ...”

There are several inaccurate statements in that sentence.

First, Mr. Blake had no reason to believe that the real-estate investments in question were
securities.

For each of those investments, Mr. Blake’s company, Longest Drive, LLC was provided
with a Subscription and Counterpart Signature Page for Membership Interests. Those documents
were prepared by the individual investment entities, and countersigned by Mr. Blake on behalf of
Longest Drive. Each and every one of those subscription agreements contains language stating
that the investment entities “have informed me [Longest Drive] that the Interest will not [sic] be
registered pursuant to the Securities Act of 1933, as amended (the ‘Act’), or under Arizona or
any other state’s securities laws based upon your belief that the Interests are not ‘securities’ as
defined under the Act, or even if so defined, the sale to me [Longest Drive] qualifies for an
exemption from the registration requirements of said federal and state securities laws.” Copies
of each of those subscription agreement letters are attached/enclosed for your convenience.
(Copies of the Romeoville and Deer Park subscription agreements were previously provided to
FINRA as part of my Sept. 7, 2010 letter to Martha Wiseman of your office. A copy of the Burr

Los Angeles * Orange County * San Francisco « Scotisdale
BN 13050204v1
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Ridge subscription agreement was given to Ameritas Investment Corp. for inclusion in its June 4,
2010 letter to Ms. Wiseman, and another copy was enclosed with my Nov. 12, 2012 letter to Ms.
Susan Byford of your office.)

Since each of the investment entities had informed Mr. Blake, in writing, that the
interests being sold did not constitute securities, he had no reason to believe that they were
securities. Accordingly, he did not treat them as such.

As you are likely already aware, Longest Drive was formed simply to be an investment
vehicle for individuals who wished to invest in a particular real-estate development but who
might not have been able to invest the required amount otherwise. Instead of having each person
invest in, for instance, Burr Ridge on his or her own, the person would instead write a check to
Longest Drive, which would then pool all of the checks intended for investment in Burr Ridge
and write a single check to Burr Ridge. As Burr Ridge paid out profits, each individual investor
would receive an amount commensurate with his or her pro rata percentage of Longest Drive’s
total investment in Burr Ridge. And Mr. Blake always made clear to the investors that Longest
Drive was completely separate from either Carillon or Ameritas. Finally, each investor decided
for him or herself whether to invest. Mr. Blake had no control over the money being provided
to Longest Drive.

Longest Drive was formed by Mr. Blake and some of his friends. And since Longest
Drive was only investing on behalf of friends and family of its members, it did not charge any of
those people commissions, handling fees, or in any way make a profit. Mr. Blake handled the
investments, disbursements, and K-1s on his own, for no compensation whatsoever. Finally,
Longest Drive is no longer making investments, and exists only to pay investors if the current
investments should begin to turn a profit.

In further support of Mr. Blake’s position that neither he nor Longest Drive received any
compensation, attached/enclosed is a letter from Donald Zeleznak, the managing member of
Grace Communities/Grace Capital LLC. The letter states that Longest Drive never received any
commissions or compensation from Grace, and was not given any special treatment by Grace.
This letter was previously provided to FINRA in my February 14, 2012 letter to Susan Byford of
your office as a follow-up to Mr. Blake’s January 19, 2012 in-person examination.

Second, the Wells letter states that Longest Drive’s transactions were “undisclosed.”
That is also incorrect. As Mr. Blake has repeatedly stated, he always disclosed Longest Drive’s
activities to his broker-dealer. First to Carillon Investments, Inc., and after Carillon was acquired
by Ameritas Investments Corp., he disclosed Longest Drive’s activities to Ameritas.

Attached/enclosed is Mr. Blake’s Outside Business Activity Questionnaire from fall

2002, in which Longest Drive’s activities are described in detail. After reviewing that detailed
description of Longest Drive’s activities, Carillon approved it.

BN 13050204v1




BuchalterNemer

Helen G. Barnhill, Esq.
December 28, 2012
Page 3

As set forth Mr. Blake’s explanatory letter to Carillon, he received “no fees,
compensation or additional benefit for handling investment through Longest Drive other than
[his] proportional percentage of profit, if any is generated.” In other words, the only benefit that
Mr. Blake would receive was the pro rata return on investment that any other investor would
receive, since he was an investor himself. Neither he nor Longest Drive ever received any form
of compensation for facilitating the investments in the various real-estate projects.

And while the number of Longest Drive’s investors grew as the real-estate projects
continued to turn profits, the nature and manner of what Longest Drive was doing never
changed, and neither Mr. Blake nor Longest Drive ever received any compensation.

M. Blake continued to disclose Longest Drive’s activities as an outside business activity
for every year after that, both to Carillon and to Ameritas. Ameritas has its employees submit
their OBAs online and Mr. Blake does not have access to those electronic records, but you can
undoubtedly receive them (if you have not already) from Ameritas. Notably, neither Carillon nor
Ameritas ever raised red flags about Longest Drive, ever advised Mr. Blake that he was dealing
in securities, or ever told him to cease that activity. If either of those entities had been concerned
that one of its top-selling employees was improperly selling securities, one or both would have
doubtless informed Mr. Blake of that fact, if for no other reason than to protect themselves.
Since neither Carillon nor Ameritas ever advised him to stop what he was doing, Mr, Blake
therefore had no reason to suspect that he was doing anything which could be considered
improper.

Moreover, each year from 2003 to 2012 first Carillion and then Ameritas sent auditors to
Mr. Blake’s office to physically audit his files and activities. Not once over what was nearly a
decade did a single auditor ask for information concerning Longest Drive or any of its projects.

Third, the Wells letter states that Mr. Blake engaged in transactions “totaling
approximately $3.2 million . . . .” That is also incorrect. Mr. Blake did not bring all of the
investors into Longest Drive. Indeed, he only brought eight investors in, and their investments
totaled approximately $1.7 million dollars. All of Longest Drive’s other investors were brought
in by other Longest Drive members. The investors that Mr. Blake brought in, and the amount of
their investment, are as follows:

o Steven Bemstein $175,000
. Roger Wooley $340,000
. Pam Pont $ 50,000
J Dan and Kathy Hinsley $690,000
J Larry Hampton $100,000
. Jack Saunders $200,000
e Dougand Kira Pippert $100,000
. Dan Gallagher $ 50,000

BN 13050204v1
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As you can see, those investments only total $1,705,000, not the $3,200,000 stated in the
Wells letter.

As to the nature of those investors, Mr. Bernstein is a friend from Mr. Blake’s
neighborhood. Mr. Wooley has been friends with Mr. Blake for more than thirty years, and Ms.
Pont for more than twelve years. Mr. Hinsley is one of Mr. Blake’s golfing buddies, and Mr.
Hampton is friends with Mx. Blake through their church. Mr. Saunders is a friend, and Mr.
Pippert was a friend at the time. And even though the Pipperts filed a complaint against Mr.
Blake, he still manages their accounts. Finally, Mr. Gallagher has been friends with Mr. Blake
for nearly a decade.

In addition to being friends, some of those individuals were also clients of Mr. Blake,
specifically, Mr. Wooley, Ms. Pont, the Hinsleys, the Pipperts, and Mr. Gallagher. And
Mr. Saunders became a client after he invested through Longest Drive.

Regarding the investments themselves, the prospectus for each of the projects states, in
large lettering on the page immediately following the table of contents, that: “[t]his is a highly
speculative real estate development project and should only be made by persons who could
afford to those their entire investment.” (Emphasis added.)

This can be seen in the attached/enclosed prospectuses for Burr Ridge and Romeoville.
These documents were previously provided to Ameritas for submission to FINRA with
Ameritas’s June 4, 2010 letter to Ms. Wiseman. (Mr. Blake has been unable to locate the Deer
Park prospectus, but is confident that the Risk Analysis for that project is identical to the other
two.)

It is also important to note that not a single Longest Drive investor has ever filed a
complaint against Mr. Blake as a result of Longest Drive’s investments. This includes the
Pippert complaint, which did not mention Longest Drive at all.

% E] *

Regarding Mr. Blake’s alleged violations of NASD and FINRA conduct rules, he
strongly denies any such violations. The Wells letter lists three NASD rules and one FINRA rule
that he allegedly violated. But one of the NASD rules, 3030, has been “retired” and is therefore
no longer in force. And another, 2110, address “front running,” and thus has no application to
this case.

BN 13050204v1
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To the extent that FINRA intended to allege violations of different rules, whether under
NASD or FINRA, Mr. Blake does not consider the current Wells letter sufficient notice of any
such allegations, and reserves the right to object to any further investigation under rules not
currently listed. Without waiving that objection, however, Mr. Blake will nevertheless address
the rules that are properly listed, as well as the rule that superseded NASD Rule 3030.

The Wells letter states that Mr. Blake’s involvement in the Burr Ridge, Romeoville, and
Deer Park investments constituted violations of “NASD Conduct Rules 3040 and 2110.”

Concerning NASD Rule 3040, it states that: “No person associates with a member shall
participate in any manner in a private securities transaction except in accordance with the
requirements of this Rule.” NASD Rule 3040(a).

As explained above, though, for each of the real-estate transactions in question Mr. Blake
was informed, in writing, by the investment entity that those investment interests did not
constitute securities. Since according the written notice that Mr. Blake received there were no
“private securities transactions,” there was no violation of the Rule.

Rule 3040 goes on to state that “[p]rior to participating in a private securities transaction,
an associated person shall provide written notice to the member with which he is associated
describing in detail the proposed transaction and that person’s proposed role therein and stating
whether he has received or may receive selling compensation in connection with the transaction;
provided however that, in the case of a series of related transactions in which no selling
compensation has or will be received, an associated person may provide a single written notice.”
NASD Rule 3040(b).

As also explained above, Mr. Blake did in fact provide, first to Carillon and then to
Ameritas, detailed written notice describing Longest Drive’s proposed transactions, his role, and
the fact that he would not be compensated. And again, neither Carillon nor Ameritas ever raised
any red flags, ever told Mr. Blake that they believed he was selling securities, or ever told him to
stop. And even after in-person audits of his files, every year, neither of the broker-dealers ever
inquired about Longest Drive or its projects. Thus, even if the transactions at issue were
securities, Mr. Blake complied with the requirements of NASD Rule 3040(b) by giving his
broker-dealers written notice that explained the transactions, his role, and the fact that he
received no compensation.

In spite of this evidence that there has been no violation, if FINRA nevertheless
determines that a violation of Rule 3040 has occurred, Mr. Blake should be given the minimum
sanction, because he had justifiable reason to believe that the transactions were not securities; he
fully disclosed the transactions and his involvement in them to his broker-dealers; those broker-
dealers raised no objections; and Mr. Blake received no compensation.

BN 13050204v1
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Concerning NASD Rule 2110, sub-rule 2110-1 is “reserved,” and contains no actual text.
There is no sub-rule 2110-2, and sub-rule 2110-3 concerns “front running” and is therefore
inapplicable to this case. As stated above, it is Mr. Blake’s position that whatever NASD Rule
was meant to be referenced instead of Rule 2110, he has not been provided proper Wells notice
of that Rule or its alleged violation.

The Wells letter further claims that “Mr. Blake violated NASD Conduct Rules 3030 and
2110 by engaging in an undisclosed business activity.”

Regarding NASD Rule 3030, that Rule has been “retired,” and is no longer applicable.
To the extent that Mr. Blake is being charged with violating the Rule that superseded NASD
Rule 3030 (FINRA Rule 3270), his position is that proper Wells notice has not been given as to
any such violation.

Without waiting that objection, however, Mr. Blake asserts that he did not violate the
superseding rule, FINRA Rule 3270, either.

That Rule states:

No registered person may be an employee, independent contractor,
sole proprietor, officer, director or partner of another person, or be
compensated, or have the reasonable expectation of compensation,
from any other person as a result of any business activity outside
the scope of the relationship with his or her member firm, unless
he or she has provided prior written notice to the member, in such
form as specified by the member.

As detailed above, Mr. Blake was neither compensated, nor had an expectation of
compensation, from his activities with Longest Drive. As such, there was no violation of FINRA
Rule 3270, the Rule that superseded NASD Rule 3030.

As to NASD Rule 2110, as set forth above, that rule address front running, and is not
applicable in this case.

And regarding the allegation that Mr. Blake engaged in “undisclosed outside business
activity,” that is not borne out by the evidence. Attached/enclosed and previously discussed is
the detailed description that Mr. Blake provided to Carillon, Ameritas’s predecessor, concerning
Longest Drive. After reviewing that information, Carillon approved Mr. Blake’s activities with
Longest Drive. As Carillon’s successor, Ameritas not only had access to and knowledge of
Mr. Blake’s disclosure, he listed his Longest Drive involvement as an outside business activity
each year he was with Ameritas as well. Each broker-dealer also performed in-person audits of
Mr. Blake’s files every year and never questioned him about any of Longest Drive’s activities.

BN 13050204v1
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And as stated previously, while the number of Longest Drive’s investors grew over time, the
nature of those investments and the nature of Mr. Blake’s involvement did not change. Nor did
he ever receive any compensation for that involvement. Thus, there was no “undisclosed
outside business activity.”

Concerning the final rule that Mr. Blake is alleged to have violated, FINRA Rule 2010, it
states that: “[a] member, in the conduct of its business, shall observe high standards of
commercial honor and just and equitable principles of trade.”

Since Mr. Blake did not violate any other rules, though, there is no basis to determine that
he violated FINRA Rule 2010 either. Because without other violations, there are no grounds
upon which to conclude that Mr. Blake did anything but observe “high standards of commercial
honor and just and equitable principles of trade.” Moreover, and as explained repeatedly above,
Mr. Blake did not receive compensation for his activities on behalf of Longest Drive; all
investors were fully apprised of the risk; he fully disclosed his involvement in and lack of
compensation from Longest Drive to his broker-dealers and his broker dealers never raised any
objections.

% * *

Regarding discipline, Mr. Blake’s position is that he should not be subject to any, and if
he is, it should be minimal. The very first principle of the FINRA Sanction Guidelines is that
“sanctions are remedial in nature and should be designed to deter future misconduct and to
improve overall business standards in the securities industries.” FINRA Sanction Guidelines,
General Principles Applicable to All Sanction Determinations (“General Principles”), section 1.

Here, Mr. Blake acted on written information that the investments in questions were not
securities. Moreover, he disclosed his actions to each of his broker-dealers on an annual basis.
Neither of those broker-dealers made any objection to his actions, nor did they advise him that he
was dealing in securities—even after performing in-person audits of his files every single year.
Nor did he ever receive any compensation. Based upon those written assurances, his broker-
dealers’ lack of warning or objection, and the fact that he received no compensation, Mr. Blake
did not believe that he was engaging in any improper activity. And it would not serve the
Sanction Guidelines’ mandate that sanctions be remedial and designed to deter future misconduct
if Mr, Blake were disciplined for activity he had no reason to believe was wrong.

The Sanction Guidelines also state that “[d]isciplinary sanctions should be more severe
for recidivists.”

Until his involvement with Longest Drive and the fallout from that venture, Mr. Blake
had no history of sanctions or even investigations with FINRA. And as the Sanction Guidelines
indicate, severe discipline should be reserved for recidivists. Mr. Blake, however, does not fall
into that category. As a result, if any sanction is issued against him it should not be severe.
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Further, if FINRA determines that sanctions are appropriate, the alleged violations should
be “batched,” rather than looked at individually, since all arose from the same activity and
through the same entity, Longest Drive.

The Sanction Guidelines advise that violations may be batched where “the violative
conduct was unintentional or negligent . . . or the violations resulted from a single systemic
problem or cause that has been corrected.” Sanction Guidelines, General Principles, section 4.
As previously stated, based upon written assurances that he had received and his broker-dealers’
lack of notification to the contrary, Mr. Blake did not believe he was engaged in any
wrongdoing. As aresult, “the violative conduct was unintentional.”

Moreover, all of the alleged violations arose from “a single systemic problem or cause
that has been corrected.” The transactions in which Longest Drive engaged have not changed
since fall 2002 when M. Blake first disclosed his activities to Carillion. Those transactions were
therefore from “a single systemic problem or cause.” And since Longest Drive is no longer
making investments, that cause “has been corrected.” As such, the Longest Drive transactions
should be batched and treated as a single violation.

The Sanction Guide also indicates that “[aldjudicators should consider a respondent’s ill-
gotten gain in determining an appropriate remedy.” Sanction Guidelines, General Principles,
section 6.

Here, Mr. Blake did not receive any gain. He was not compensated for anything he did
through or for Longest Drive. Any gain or loss he realized was the same, on a pro rate basis, as
that of any other investor because of the fact that he was an investor in each of the transactions as
well. Since a respondent’s “ill-gotten gain” must be considered in the determination of a
sanction, Mr. Blake’s lack of financial gain should certainly be a factor in assessing any
sanction as well. See, Sanction Guidelines, General Principles, section 6.

Regarding the specific rules that Mr. Blake is alleged to have violated, only one of them,
NASD Rule 3040, is specifically mentioned in the Sanction Guidelines. And most of the
considerations listed in that Rule do not apply to Mr. Blake’s situation. Mr. Blake only sold to
nine customers; the “products™ Longest Drive sold have not been found to involve a violation of
federal or state securities laws, nor of federal or state SRO rules; neither Mr. Blake nor Longest
Drive had a proprietary or beneficial interest in the sales they conducted; Mr. Blake never
attempted to create the impression that his employer was involved in the activities of Longest
Drive; the sales conducted through Longest Drive did not cause injury to the investing public
because each investor was provided a prospectus detailing the risk, made the investment decision
on his or her own, controlled the amount of his or her investment—and never filed any
complaints; Mr. Blake provided his employer firm with repeated written documentation of
Longest Drive’s activities; Mr. Blake was never instructed by either of his firms rot to engage in
the Longest Drive activities; Mr. Blake did not recruit other registered individuals to sell
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BuchalterNemer

Helen G. Barnhill, Esq.
December 28, 2012
Page 9

interests in the investment properties; and Mr. Blake never misled his broker-dealers as to his
involvement in Longest Drive, in fact the opposite is true, he advised his broker-dealer that
Longest Drive was an outside business activity each and every year. See Sanction Guidelines,
Selling Away (Private Securities Transaction), FINRA Rule 2010 and NASD Rule 3040.

And while Longest Drive admittedly worked with certain of Mr. Blake’s broker-dealer
clients, many of those individuals were also longtime friends of Mr. Blake. So there is certainly
some ambiguity as to whether he was acting in his capacity as a longtime friend or in his
capacity as a financial advisor when he told those individuals about the projects Longest Drive
was investing in. And given that Mr. Blake never received any compensation, the facts point
more in the direction of “friend” than “financial advisor.”

Mr. Blake was told, in writing, that the projects Longest Drive was investing in did not
constitute securities. He gave both of his broker-dealers, first Carillion and then Ameritas, a
detailed description of his involvement in Longest Drive. Neither of those broker-dealers ever
raised any red flags, ever told him that he was dealing in securities, or ever told him to stop. Mr.
Blake’s files were physically audited every year by his broker-dealers and not once did an
auditor ever ask about Longest Drive. Mr. Blake had no control over the funds that a friend or
family member provided to Longest Drive; each of those friends or family members made his or
her own investment decision, and each one was presented with a prospectus plainly stating the
risk involved. Finally, and perhaps most importantly, Mr. Blake received not a dime of
compensation for his involvement in Longest Drive.

The foregoing facts weigh very strongly in favor of not proceeding with any type of
disciplinary action against Mr. Blake. But if discipline is imposed, it should be minimal given
the circumstances.

Both I and Mr. Blake are available to answer additional questions should you have any.

Sincerely,

BUCHALTER NEMER
A Professional Corporation

By % AU
Roger W. Hall
RWH:jkg
Enclosures

cc: Mr. Michael Blake (via e-mail only)
Sara Andres, Esq. (via e-mail only)
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FINANCIAL INDUSTRY REGULATORY AUTHORITY (FINRA)
NOTICE OF COMPLAINT

Disciplinary Proceeding No. 20100217105-01
Date: March 21,2013

TO: Michael J. Blake :
c/o Roger W. Hall, Esq.
BuchalterNemer :
16435 North Scottsdale Road, Suite 440
Scottsdale, AZ 85254-1754
FROM: FINRA District No. 3 - Denver
Department of Enforcement
4600 S. Syracuse Street, Suite 1400
Denver, CO 80237
You are notified that a Complaint has been issued by the Department of Enforcement, a copy of
which is attached, alleging that you have violated certain FINRA Rules, NASD Rules, NYSE

Rules, Municipal Securities Rulemaking Board Rules and/or provisions of the federal securities

laws.

All individual Respondents named in this proceeding are reminded of the requirement to update
immediately their Uniform Application for Securities Industry Registration or Transfer (Form
U4) upon receipt of this Notice of Complaint to reflect that they have been named a Respondent
in this Complaint. Any firm named in this proceeding is reminded of the requirement to update
immediately its Uniform Application for Broker-Dealer Registration (Form BD) upon receipt of
this Notice of Complaint to reflect that it has been named a Respondent in this Complaint. In
addition, you ére required during the pendency of this proceeding to notify immediately this

office and the Office of Hearing Officers, in writing, of any change in your address.




ANSWER: Pursuant to FINRA Rule 9215 of FINRA’s Code of Procedure, you are required
within 28 days after service of this Complaint upon you, by no later than April 17, 2013, to
answer this Complaint, in the manner and form described by FINRA Rule 9215, and to serve
your Answer to the Complaint on all other parties pursuant to FINRA Rule 9133. Service of
your Answer to the Department of Enforcement should be made to Helen Barnhill, Senior
Regional Counsel, at the address referenced above. At the time of such service upon all parties,
you are also required to file the signed original and three copies of your Answer with the Ofﬁce
of Hearing Officers pursuant to FINRA Rules 9135, 9136, and 9137. Filing of your Answer with
the Office of Hearing Officers should be directed to the Office of Hearing Officers, FINRA, 1735
K Street, N.W., 2™ Floor, Washington, D.C. 20006, telephone (202) 728-8008, or you may file
your Answer electronically: QHOCaseFilings@finra.org. Papers are deemed timely filed with
the Office of Hearing Officers if received by the Office of Hearing Officers within the specified

time period.

The Answer must admit, deny or state that you do not have or are unable to obtain sufficient
information to admit or deny each allegation in the Complaint. Any affirmative defense must be
stated in the Answer. Pursuant to FINRA Rule 9215(c), if you file a motion for a more definite

statement, it must accompany your Answer,

Pursuant to FINRA Rule 9221, your Answer must specifically state whether you request a
hearing on the allegations of the Complaint or whether you waive a hearing. The Office of
Hearing Officers will later notify you of the hearing date and location. If you waive a hearing, a

hearing may nevertheless be ordered pursuant to FINRA Rule 9221(b) or (c). If no hearing is

T
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ordered, the Office of Hearing Officers will notify Y6u concerning your opportunity to submit

documentary evidence for consideration.

If the Complaint alleges at least one cause of action involving a violation of a statute or rule
described in FINRA Rule 9120(u) relating to the quotation of securities, execution of
transactions, reporting of transactions or other specified trading practice rules, you may propose
that the Chief Hearing Officer select one of the panelists for your hearing from the Market

Regulation Committee.

INSPECTION AND COPYING OF DOCUMENTS IN POSSESSION OF STAFF: Youare
hereby advised that, pursuant to FINRA Rule 9251, unless otherwise provided, no later than 21
days after the filing date of your Answer (or, if there are multiple Respondents, not later than 21,
days after the filing of the last timely Answer), the Department of Enforcement shall commence
making available for inspection and copying by any Respondent, certain documents prepared or
obtained by the Department of Enforcement in connection with the investigation leading to the
institution of these proceedings. In that regard, contact Helen Barnhill to make arrangements.
Please note that a Respondent shall not be given custody of the documents or be permitted to
remove them from the offices of FINRA. However, a Respondent may obtain a photocopy of
any documents made available for inspection; the Respondent shall pay the cost of any such

copying of documents.

OFFER OF SETTLEMENT: Pursuant to FINRA Rule 9270, you may propose a written Offer of

Settlement at any time. You may obtain the required format from the above-named staff
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attorney. Discussions with the staff concerning possible settlement or the submission of an Offer

do not relieve you of the obligation to timely file an Answer to the charges. '

PRIMARY DISTRICT COMMITTEE: The Department of Enforcement has proposed District
No. 3 as the Primary District Commitiee for this proceeding based on the following factors:
Respondent Michael J. Blake is located in District No. 3 and the alleged violations occurred in
that District. You may propose the same or another District as the Primary District Committee
for this proceeding, with the filing of your Answer. The Office of Hearing Officers will

designate, pursuant to FINRA Rule 9232(c), the Primary District Committee.

PROPOSED HEARING LOCATION: The Department of Enforcement has proposed Phoenix,
Arizona't, as the appropriate location for any hearing in this proceeding, Pursuant to FINRA Rule
9221, you may propose an appropriate location for any hearing, with the filing of your Answer.
The assigned Hearing Officer will designate, pursuant to FINRA Rule 9221(d), the location of

ainy hearing,

REPRESENTATION: Pursuant to FINRA Rule 9141, any Respondent may be represented by an
attorney. Alternatively, an individual may appear on his own behalf; a member of a partnership
may represent the entity; and a bona fide officer of a corporation, trust or association may

represent the entity.




NOTICE OF APPEARANCE: You are advised thaf the Department of Enforcement is
represented in this matter by Helen Barnhill, Senior Regional Counsel, FINRA. Department of

Enforcement, 4600 S. Syracuse Street, Suite 1400, Denver, CO 80237, (303) 446-3100.

GOVERNING RULES: You are directed to FINRA Rule 9000, et seq.,

http://finra.complinet.com, for additional pertinent rules governing these proceedings.

Did Woawhy o ticlon Beannaitl
Helen Barnhill ¢
Senior Regional Counsel

FINRA Department of Enforcement

Enclosure: Complaint
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FINANCIAL INDUSTRY REGULATORY AUTHORITY

OFFICE OF HEARING OFFICERS

Départment of Enforcement,
Complainant,
V.

DISCIPLINARY PROCEEDING
Michael James Blake (CRD No. 2022161), No. 2010021710501

Respondent.

COMPLAINT

The Department of Enforcement alleges:
SUMMARY

1. Respondent Michael James Blake, acting outside the course and scope of his
employment with his employing member firms, participated in pﬁvate securities
transactions involving the investment of more than $3.2 million by approximately
twenty-eight investors in three investment contracts, without providing prior written
notice to his firms of his proposed roles in the transactions. As a result of the

foregoing, the Respondent violated NASD Conduct Rules 3040 and 2110.

2. On numerous forms, Respondent misled his employing member firms regarding his
involvement in the foregoing private securities transactions and his participation in
the outside business activity through which the transactions were effected, in

violation of NASD Conduct Rule 2110 and FINRA. Rule 2010.




. Finally, Respondent failed to disclose a separate, related outside business activity to

his employing member firm, in violation of NASD Conduct Rules 3030 and 2110 and

FINRA Rule 2010.
RESPONDENT AND JURISDICTION

The Respondent entered the securities industry in or about December 1989 as an
associated person of ELA, a FINRA member. He became registered with that firm
(which had since changed its name to AX) as an Investment Company and Variable
Contracts Products Representative and Principal in February 1990 and January 1996,
respectively, as a General Securities Representative in Ju‘ne 1999 and asa General

Securities Principal in December 1999.

. On November 1, 2002, the Respondent became registered with FINRA member firm

Carillon Investments, Inc. (“Carillon™) in each of the foregoing capacities.
Respondent’s association with Carillon ceased on or about June, 2006 when these

same registrations were transferred to Ameritas Investment Corporation (“Ameritas™).

. The Respondent is currently registered with Ameritas in those same capacities.

Under Article V, Section 2 of FINRA’s By-Laws, FINRA has jurisdiction to file this
action because the Respondent is currently registered and associated with Ameritas, a
FINRA member; and the Complaint charges him with misconduct committed while

he was registered or associated with FINRA member firms.

o




FIRST CAUSE OF ACTION
Selling Away (Private Securities Transactions)
(NASD Conduct Rules 3040 and 2110)
The Department realleges and incorporates by reference paragraphs 1 through 7

above.

In or about April 2002, the Respondent formed an LLC so that he and three

colleagues could pool funds to invest in commercial real estate projects.

10. In October 2002, the Respondent notified Carillon of the existence of the LLC ina

11.

letter dated October 16, 2002 and an Outside Business Activity Questionnaire (“OBA
Form™) which he submitted on or about October 21, 2002. In the two documents,
Respondent disclosed the business as a “privaté investment” in commercial real estate
development by him and four friends, two of whom were former clients of ELA. He
further disclosed that he would not spend any time on the business, in which he had a
twenty-percent interest and that he received no compensation from the business.
Respondent further represented that, after the LLC selected a particular real estate
project, its members would each write a check to the LLC and Respondent, who ﬁad
signatory authority for the LLC’s bank account, would in turn write a check to the
real estate development project on behalf of the LL.C. The outside business activity,

as disclosed, was approved on October 16, 2002 by Carillon’s Chief Compliance

Officer.

By the summer of 2007, the LL.C’s size and scope had expanded beyond the several
individuals who initially formed the entity, in that approximately twenty-five
individuals, who were not members of the LLC, had provided funds to the LLC to

make investments in real estate development projects through the LLC. None of




12.

13.

these individuals signed a membership agreement with the LLC, and the LLC’s

Operating Agreement was never amended to reflect the addition of new members.

Between approximately February 2006 and June 2007, the LLC invested
approximately $3,200,000 in real estate properties being developed by GC, a real
estate development enterprise organized as a limited liability company. The invested
funds were provided by twenty-eight investors as follows: six persons invested
$250,000 in Develdpment 1 between August and November 2006; three persons
invested $200,000 in Development 2 in October and November 2006 and twenty-
three persons invested approximately $2,755,000 in Development 3 between
February 2006 and June 2007 (collectively, the “LLC Investments.”). Twelve of
these investors were customers of Carillon and/or Ameritas at the time of their
respective investments. The Respondent personally invested in each of these three

projects.

Respondent participated in the sale of the LLC Investments by soliciting investors,
receiving, processing and forwarding .the funds that were invested, providing the
investors with documentation evidencing their investments, functioning as the point
of contact between the investors and GC, apprising the investors of the status of the

LLC Investments and causing the preparation of Schedule K1 forms.

14. The Respondent completed Ameritas Annual Compliance Questionnaires

(“Questionnaires”) on September 18, 2006, October 1, 2007, July 31, 2008 and June
28, 2009. In each of the Questionnaires, the Respondent answered “yes” when asked
if he understood he was not permitted to commingle his funds with a client’s funds

and that he was not to accept a client’s check made payable to him or any entity or

4




person associated with him for a securities transaction. Even after answering “yes”
to these questions on September 18, 2006, the Respondent continued to accept checks
made payable to the LLC and in October and November 2006, he commingled his

funds with client’s funds in the LL.C’s bank account.

15. Each investment of funds in the LLC was the purchase of a security in the form of an
investment contract. The LL.C was a common enterprise in which investor funds were
pooled. The investors’ returns were to be derived wholly from the efforts of the LLC

and GC, the entity in which their pooled funds would be invested by the LLC.

16. Respondent effected the LLC Investments outside the regular course and scope of his
employment with Carillon and Ameritas. Therefore, the transactions are private

securities transactions.

17. The Respondent never advised Carillon or Ameritas orally or in writing that he was
participating in the private securities transactions described above. To the contrary,
as set forth below, between 2006 and 2008, he indicated each year, in annual

compliance questionnaires, that he had not engaged in privdte securities transactions.

18. GC filed for bankruptcy in 2009. To date, none of the investors in the LLC
Investments have received a return of their principal or any interest or other
payments.

19. As a result of the foregoing, the Respondent participated in private securities
transactions without providing to Ameritas and Carillon prior written notice in the

form required by NASD Conduct Rule 3040, as required by NASD Rule 3040(b). He

therefore violated NASD Conduct Rules 3040 and 2110.




20.

21.

SECOND CAUSE OF ACTION
(Providing False Information to Member Firm Employer and Omitting to Correct
Inaccurate Information)
(NASD Rule 2110 and FINRA Rule 2010)
The Department realleges and incorporates by reference paragraphs 1 through 19
above. As noted above, the Respondent compieted Questionnaires on September 18,
2006, October 1, 2007, July 31, 2008 and June 28, 2009. In each of the

Questionnaires he falsely answered “no” when asked if he had engaged in private

securities transactions.

The Respondent did disclose the LLC as an outside business in OBA Forms on

August 31, 2003, September 8, 2004, March 14, 2005 and October 1, 2007.

22. However, the Respondent did not disclose the LLC as an outside business in OBA

23.

Forms which he completed on September 18, 2006 and July 31, 2008, inquiring into

all of his outside business activities.

The size, scope and activity of the LLC changed significantly after Respondent’s
initial disclosure in 2002 that he and four friends had formed an entity to invest in
commercial real estate. By 2007, the LLC had become an investment vehicle for
approximately 25 other individuals to pool funds for investments in various real estate
development projects and Respondent was substantially involved in this expanded
business. These changes caused the initial disclosure to become inaccurate and, given
the nature and extent of its activities, misleading. Respondent did not amend or

update the outside business disclosure concerning the LLC at any time.

24. By providing false and incomplete information on compliance questionnaires and by

failing to update and correct his outside business disclosure, as described above,
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Respondent misled Ameritas. By misleading the firm, the Respondent deprived his
employer of information that could have resulted in the detection of his participation
in private securities transactions, notwithstanding his failure to make an affirmative

disclosure in the Questionnaires.

25. By providing false and misleading information to Ameritas from September 2006
through December 14, 2008, Respondent violated NASD Conduct Rule 2110. By
providing false and misleading information to Ameritas from December 15, 2008

through June 28, 2009, Respondent violated FINRA Rule 2010.

THIRD CAUSE OF ACTION
Outside Business Activities—Failure to Comply with Rule Requirements
(NASD Conduct Rules 3030 and 2110 and FINRA Rule 2010)

26. The Department realleges and incorporates by reference paragraphs 1 through 25

above.

27. Respondent caused a secoﬁd limited liability company to be created and to be
incorporated in Arizona on or about November 29, 2006 (“LLC II"’). Respondent was
the Managing Member of LLC II, owning twenty percent or more of the business.
LLC TI was set up so that any investments made after Development 3 would be made
through that entity instead of the first LL.C. Respondent closed LLC II in or about

November 2010.

28. The Respondent failed to provide Ameritas with any notice at all, including written

notice, of LLC II.

29. As to conduct occurring from November 29, 2006 through December 14, 2008, the

Respondent’s failure to provide prompt written notice of LLC II to Ameritas violated




NASD Conduct Rules 3030 and 2110. As to conduct occurring from December 15,
2008 through November 30, 2010, the Respondent’s failure to provide prior written

notice of LLC II to Ameritas violated NASD Conduct Rule 3030 and FINRA Rule

2010.

RELIEF REQUESTED
WHEREFORE, the Department respectfully requests that the Panel:

A, make findings of fact and conclusions of law that Respondent committed the

violations charged and alleged herein;

B. order that one or more of the sanctions provided under FINRA Rule 8310(a) be
imposed, including that Respondent be required to disgorge fully any and all ill-
gotten gains and/or make full and complete restitution, together with iﬁterest; and

C. order that Respondent bear such costs of proceeding as are deemed fair and

appropriate under the circumstances in accordance with FINRA Rule 8330.

FINRA DEPARTMENT OF ENFORCEMENT

¢

Date: Muact (% Tol™ ( {,{,Lv*v /6,1,,«/(/6(/]
Yelen G. Barnhill

Senior Regional Counsel

Jacqueline D. Whelan

Regional Chief Counsel

FINRA Department of Enforcement
4600 S. Syracuse St., Suite 1400
Phone: 303 446-3111

Facsimile: 303 446-3150
helen.barnhill@finra.org

b L
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ELA

LLC

GC

LLCII
Development 1
Development 2

Development 3

Index of Initials

The Equitable Life Assurance Society of the United States
AXA Advisors, LLC

The Longest Drive LLC

Grace Communities

The Longest Drive II, LLC

Deer Park Town Center

Romeoville Office Investors, LLC

Burr Ridge Office Investors, LLC




FINRA
OFFICE OF HEARING OFFICERS

Department of Enforcement, Disciplinary Proceeding
No. 20100217105-01
Complainant,
Hearing Officer:
V.
CERTIFICATE OF SERVICE
Michael James Blake, Date: March 21, 2013
(CRD No. 2022161),
Respondent.

‘I hereby certify that on this 21st day of March, 2013, I caused‘copies of the foregoing Complaint,
Notice of Complaint and Inde}lc of Initials, to be sent by regular U.S. Postal Service first class
mail, and by certified mail, return receipt requested, to Respondent Blake in care of his attomey,
Roger W. Hall, at his gddress of 16435 North Scottsdale Road, Suite 440, Scottsdale, Arizona
85254-1754, 1 further certify that on the same date I cqused copiés of the aforementioned
documents to be sent via electronic mail and U.S. Postal Service first class mail to FINRA Office

of Hearing Officers, 1801 K Street N.W., Washington, DC 20006.

Jenee’ Werd

Paraleg

FINRA/ Disitict 3 - Seattle

601 UnianStreet, Suite 1616

Seattle, WA 98101

Phone: (206) 624-0790; Fax (206) 623-2518

Jenee.ward@finra.org

T



mailto:Jenee.ward@finra.org

FINANCIAL INDUSTRY REGULATORY AUTHORITY

OFFICE OF HEARING OFFICERS
Department of Enforcement,
. DISCIPLINARY PROCEEDING
Complainant, No. 2010021710501
v. ANSWER OF
MICHAEL JAMES BLAKE

Michael James Blake (CRD No. 2022161),

Respondent.

Respondent Michael James Blake, answering the Complaint, hereby admits,

denies, and asserts as follows:

PRELIMINARY STATEMENT

Every year since 2002, the inception of the LLC described in the Complaint
(Longest Drive, LLC), Mr. Blake advised his broker-dealer, through his outside-business-
activity reports, of the existence of Longest Drive, the activities that Longest Drive was
engaging in, and that he was receiving absolutely no compensation for his activities in

Longest Drive.

At no time did any of Mr. Blake’s broker-dealers ever advise Mr. Blake that the
real-estate investments in question constituted dealing in securities. The fact that he told
his broker-dealers what he was doing and they never told him that he was dealing in
securities was the primary reason why Mr. Blake did not think that those real-estate
investments constituted dealing in securities. Had any of his broker-dealers ever raised a
red flag, or even hinted that his activities constituted dealing in securities, he certainly
would have taken actions different from those he actually took.

-1-
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Moreover, each and every investor was granted a membership interest in Longest
Drive and provided with subscription agreements for their investments. Each of those
subscription agreements contained language stating that the entities being invested in
“have informed me [Longest Drive] that the Interest [i.e., the investment] will pot [sic] be
registered pursuant to the Securities Act of 1933, as amended (the ‘Act’), or under
Arizona or any other state’s sécurities laws based upon your [the entity being invested
in’s] belief that the Interests are not ‘securities’ as defined under the Act, or even if so
defined, the sale to me [Longest Drive] qualifies for an exemption from the registration
requirements of said federal and state securities laws.” Copies of each of those

subscription agreements are attached here to as Exhibit A.

Since none of his broker-dealers ever advised Mr. Blake that the real-estate
investments were securities, and since the entities being invested in each stated, in
writing, that the investments were not securities, Mr. Blake had no reason whatsoever to

believe that those investments were securities.

Further, the nature of Longest Drive and what Mr. Blake did with Longest Drive
never changed. In 2002, he disclosed to his broker-dealer at the time, Carillon
_Investments, Inc., that he had formed Longest Drive with four colleagues, to invest in
commercial real-estate projects. Although in subsequent years Longest Drive grew in
size, the nature of its activities never changed. It was still a way for individuals to invest
in commercial real-estate projects. Since the nature and activities of Longest Drive never
changed, Mr. Blake had no reason to believe that a different disclosure was necessary

merely because the membership of Longest Drive had grown.

Perhaps most importantly, Mr. Blake never received any compensation for his

activities with Longest Drive.
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Mr. Blake was not compensated when he brought new investors to Longest Drive.
He was not compensated when those investors invested in the different real-estate
projects. And he was not compensated by Longest Drive for the work he did on behalf of
Longest Drive. Neither he nor Longest Drive received any commission, handling fees, or
profited in any way from the real-estate projects, other than any return on investment

from the projects themselves.

And Mr. Blake had investments in Longest Drive’s real-estate projects just like the
other investors did. So the investment made money, he and the other investors made

money. So if the investments lost money, he, along with the other investors, did too.

Regarding the second LLC, Longest Drive II (referred to as “LLC II” in the
Complaint), that entity never made any investments, and as such was not required to be

disclosed as an outside business activity.

SUMMARY

1. Mr. Blake denies the allegations contained in the paragraph 1 of the
Complaint. Mr. Blake affirmatively asserts that he only brought $1.7 million of money
into Longest Drive for investfnent, not the $3.2 million alleged in paragraph 1.

Mr. Blake further affirmatively asserts that he did not violate NASD Conduct Rule
3040 because he did not engage in any “private securities transaction[s].” Transactions
“for which no associated person receives selling compensation” are specifically excepted
from the definition of “private securities transaction.” See NASD Conduct Rule
3040(e)(1). And Mr. Blake did not receive any compensation whatsoever for his
activities with Longest Drive.

Mr. Blake additionally affirmatively asserts that he did not violate NASD Conduct
Rule 2110. Sub-rule 2110-1 is “reserved,” and contains no actual text. There is no sub-
rule 2110-2. And sub-rule 2110-3 concerns “front running,” which is not alleged

anywhere in the Complaint.
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2. Mr. Blake denies the allegations contained in paragraph 2 of the Complaint.
Indeed, Mr. Blake affirmatively asserts that what he did with Longest Drive in 2002 and
disclosed to Carillon as an outside business activity was no different than what he did
with Longest Drive in subsequent years. Neither Carillon nor its successor, Ameritas
Investment Corporation, ever notified Mr. Blake that his activities with Longest Drive
were improper in any way or that the investments constituted securities.

Mr. Blake further affirmatively asserts, for the reasons set forth in paragraph 1,
above, that he did not violate NASD Conduct Rule 2110, because that rule addresses
front running, which is not alleged in the Complaint.

Mr. Blake additionally affirmatively asserts that he did not violate FINRA Rule
2010. Mr. Blake at all times followed the disclosure requirements of FINRA and his
broker dealers and “observe[d] high standards of commercial honor and equitable

principles of trade.”

3. Mr. Blake denies the allegations contained in paragraph 3 of the Complaint.
Mr. Blake affirmatively asserts that he and his wife’s trust was the only member of
Longest Drive II. Further, Longest Drive II had no checkbook or checking account, and
was not formed to or ever made any investments. As such, Mr. Blake was not required to
disclose Longest Drive II to his broker-dealer. ,

Mr. Blake further affirmatively asserts that he did not violate NASD Conduct Rule
3030. As an initial matter, that Rule is no longer applicable as it has been superseded.
To the extent the Complaint purports to claim that Mr. Blake violated FINRA Rule
3270—which is not alleged—Mr. Blake did not violate that rule either. FINRA Rule
3270 states that with regard to an outside business activity, a person may not be
“compensated, or have the reasonable expectation of compensation . . . unless he or she
has provided prior written notice to the member, in such form as specified by the
member.” Here, Mr. Blake was not compensated—but he provided written notice to his
broker-dealers anyway—on their specified electronic forms. And his outside business
activities were approved, every time, by his broker-dealers. Moreover, the broker-dealers

4-
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never raised any red flags as to those outside business activities, or advised him that those
activities were, or could be considered, private securities transactions.

Mr. Blake additionally affirmatively asserts that for the reasons set forth in
paragraph 1, above, he did not violate NASD Conduct Rule 2110 because that rule
addresses front running, which is not alleged in the Complaint.

Mr. Blake also affirmatively asserts, that he did not violate FINRA Rule 2010.

Mr. Blake at all times followed the disclosure requirements of FINRA and his broker
dealers, and “observe[d] high standards of commercial honor and equitable principles of
trade.” v '

RESPONDENT AND JURISDICTION

4. Mr. Blake admits the allegations contained in paragraph 4 of the

Complaint.

5. Mr. Blake admits the allegations contained in paragraph 5 of the

Complaint.

6. Mr. Blake denies the allegations contained in paragraph 6 of the Complaint.
A copy of Mr. Blake’s resignation letter from Ameritas is attached hereto as Exhibit B.

7. Mr. Blake denies the allegations contained in paragraph 7 of the Complaint.
As set forth in paragraph 6, Mr. Blake has resigned from Ameritas.

FIRST CAUSE OF ACTION

Selling Away (Private Securities Transactions)
(NASD Conduct Rules 3040 and 2110)

8. Mr. Blake incorporates by reference his responses to paragraphs 1-7 of the
Complaint as if fully set forth herein.
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9. Mr. Blake admits the allegations contained in paragraph 9 of the

Complaint.

10.  Mr. Blake admits the allegations contained in the first sentence of
paragraph 10 of the Complaint. Answering the second sentence, Mr. Blake admits that
he formed Longest Drive with four friends. Mr. Blake affirmatively asserts that the full
text of item 3 from the OBA Form in question is as follows: “Investment in commercial
real estate development. Private investment.” Mr. Blake admits that two of Longest
Drive’s original members were also clients of The Equitable Life Assurance Society of
the United States. Mr. Blake denies any remaining allegations contained in the second
sentence of paragraph 10. Answering the third sentence of paragraph 10, Mr. Blake
asserts that item 11 of the OBA Form in question speaks for itself. Mr. Blake
affirmatively asserts that his interest in Longest Drive’s initial investment was 20%. Mr.
Blake admits that he received no compensation from Longest Drive. Mr. Blake denies
any remaining allegations contained in the third sentence of paragraph 10. Mr. Blake

admits the allegations contained in the fourth and fifth sentences of paragraph 10.

11.  Mr. Blake denies the allegations contained in the first sentence of paragraph
11 of the Complaint. Mr. Blake affirmatively asserts that the additional individuals
referred to in paragraph 11 received Internal Revenue Service forms K-1 from Longest
Drive, which indicates they were members of Longest Drive. Copies of those K-1s are in
FINRA'’s possession. Answering the second sentence of paragraph 11, Mr. Blake admits
that the individuals referred to in paragraph 11 were not given membership agreements
for Longest Drive, but affirmatively asserts that each individual was provided with a copy
of Longest Drive’s Operating Agreement, operating agreements of the projects the
individuals were investing in, and as mentioned above, received K-1s indicating

membership income from Longest Drive.
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12.  Mr. Blake admits the allegations contained in paragraph 12 of the
Complaint. Mr. Blake affirmatively asserts, however, that as set forth in paragraph 1
above, he only brought $1.7 million of money into Longest Drive. The remaining $1.5

million in investments was brought in by other members of Longest Drive.

13.  Answering paragraph 13 of the Complaint, Mr. Blake denies that he ever
engaged in “soliciting investments” for Longest Drive. Mr. Blake further denies that he
engaged in “apprising the investors of the status of the LLC investments.” Mr. Blake
merely passed along information that Longest Drive received from Grace Communities,
which itself was apprising its own investors of the status of the various developments.
Mr. Blake admits the remaining allegations contained in paragraph 13. Mr. Blake further
affirmatively asserts, however, that the allegation in paragraph 13 that he caused “the
preparation of Schedule K1 forms” contradicts the assertion in paragraph 11 that the

additional individuals referred to in paragraph 11 “were not members of the LLC.”

14. M. Blake admits the allegations contained in the first sentence of
paragraph 14 of the Complaint. Answering the second sentence of paragraph 14, as
detailed in the Preliminary Statement to this Answer, Mr. Blake never believed, and had
no reason to believe, that anything Longest Drive was doing constituted a “securities
transaction.” Every year, Mr. Blake disclosed to Carillon, and later Ameritas, that the
activities Longest Drive was engaged in, his involvement in Longest Drive, and the fact
that he received no compensation for Longest Drive’s activities or his involvement in
Longest Drive. And every year, Carillon, and later Ameritas, approved his involvement
with Longest Drive. Neither of those broker-dealers ever stated, or even hinted, that Mr.
Blake was, or could be perceived to be, engaging in “securities transactions.” Moreover,
the activities of Longest Drive never changed after those activities were initially
approved by Carillon in 2002. Because of that, Mr. Blake believed that he was answering

honestly and accurately on his Questionnaires when he stated that he was not
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commingling his funds with a client’s funds “for a securities transaction.” Mr. Blake

denies any further allegations or implications contained in paragraph 14.

15.  Mr. Blake denies the allegations contained in the first sentence of paragraph
15 of the Complaint. Mr. Blake affirmatively asserts, as repeatedly stated above, that he
did not believe, and had no reason to believe, that the real-estate investments made by
Longest Drive were securities. Mr. Blake admits the remaining allegations contained in

paragraph 15.

16.  Mr. Blake admits the allegations contained in the first sentence of
paragraph 16 of the Complaint, but affirmatively asserts that he “effected the LLC
investments” under the written approval of his OBA Forms, first by Carillon and then by
Ameritas. Mr. Blake denies the allegations contained in the second sentence of

paragraph 16.

17.  Mr. Blake denies the allegations contained in paragraph 17 of the
Complaint. Mr. Blake affirmatively asserts, again, that he did not believe, and had no

reason to believe, that the real-estate investments made by Longest Drive were securities.

18.  Mr. Blake admits the allegations contained in paragraph 18 of the
Complaint, but affirmatively asserts that the Grace Communities projects are still active,

and so the potential for additional returns on investments still exists.

19.  Mr. Blake denies the allegations contained in paragraph 19 of the
Complaint. Mr. Blake affirmatively asserts, yet again, that he did not believe, and had no
reason to believe, that the real-estate investments made by Longest Drive were securities.

Mr. Blake further affirmatively asserts that he did not violate NASD Conduct Rule
3030. That Rule is no longer applicable and has been superseded. To the extent the
Complaint purports to claim that Mr. Blake violated FINRA Rule 3270—which is not

-8-
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alleged—Mr. Blake did not violate that rule either. FINRA Rule 3270 states that with
regard to outside business activities, a person may not be “compensated, or have the
reasonable expectation of compensation . . . unless he or she has provided prior written
notice to the member, in such form as specified by the member.” Here, Mr. Blake was
not compensated—but he provided written notice to his broker-dealers anyway—on their
specified electronic forms. And his outside business activities were approved, every
time, by his broker-dealers. Further, his broker-dealers were never even hinted that Mr.
Blake’s outside business activities might be in any way improper, or that those activities
were, or could be considered, private securities transactions.

Mr. Blake additionally affirmatively asserts that for the reasons set forth in
paragraph 1, above, he did not violate NASD Conduct Rule 2110 because that rule

addresses front running, which is not alleged in the Complaint.

SECOND CAUSE OF ACTION
(Providing False Information to Member Firm Employer and Omitting to Correct
Inaccurate Information)
(NASD Rule 2110 and FINRA Rule 2010)

20.  Answering the first sentence of paragraph 20 of the Complaint, Mr. Blake
incorporates by reference his responses to paragraphs 1-20 of the Complaint as if fully set
forth herein. Mr. Blake admits the allegations contained in the second sentence of
paragraph 20, but affirmatively asserts, as set forth repeatedly above, that he did not
believe, and had no reason to believe, that the real-estate investments made by Longest

Drive were securities. Mr. Blake denies any remaining allegations or implications

contained in paragraph 20.

21.  Mr. Blake admits the allegations contained in paragraph 21 of the

Complaint.
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22.  Mr. Blake denies the allegations contained in paragraph 22 of the
Complaint. Although he does not have access to the RegEd system to get copies of his
2006 and 2008 OBA Forms, he believes that Ameritas has such access. There is no
logical reason why Mr. Blake would disclose Longest Drive in 2002 through 2005, stop
for a year in 2006, disclose again in 2007, and then stop again in 2008. As Mr. Blake
testified at his FINRA interview on January 19, 2012, and as this office explained in its |
February 14, 2012 letter to FINRA, Mr. Blake completed two sets of forms through the
RegEd system each year: a compliance form and an outside-business-activities form. It
may be the case that regarding Mr. Blake, Ameritas has provided the compliance forms
but not the outside business activity forms for 2006 and 2008. Moreover, Mr. Blake’s
broker-dealers never inquired about or asked for missing OBA Forms for 2006 or 2008,

which indicates that the broker-dealers in fact already had those forms.

23.  Mr. Blake denies the allegations contained in the first sentence of paragraph
23 of the Complaint. Mr. Blake affirmatively asserts that neither the “scope” nor
“activity” of Longest Drive changed at all from its inception in 2002, much less changed
“significantly.” Answefing the second sentence of paragraph 23, Mr. Blake admits that
by 2007, Longest Drive had become an investment vehicle for approximately 25 other
individuals. Mr. Blake denies any remaining allegations contained in the second sentence
of paragraph 23. Mr. Blake affirmatively asserts that he was not “substantially” involved
in Longest Drive, or that Longest Drive was an “expanded business.” Mr. Blake denies

any remaining allegations contained in paragraph 23 of the Complaint.

24. M. Blake denies the allegations contained in paragraph 24 of the

Complaint.

'25.  Mr. Blake denies the allegations contained in paragraph 25 of the
Complaint. Mr. Blake affirmatively asserts that for the reasons set forth in paragraph 1,
above, he did not violate NASD Conduct Rule 2110, because that rule addresses front
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running, which is not alleged in the Complaint. Mr. Blake additionally affirmatively
asserts that he did not violate FINRA Rule 2010. All information provided on his OBA
Forms was completely accurate, and Mr. Blake at all times followed the disclosure
requirements of FINRA as well as his broker dealers, and “observe[d] high standards of

commercial honor and equitable principles of trade.”

THIRD CAUSE OF ACTION

(Outside Business Activities—Failure to Comply with Rule Requirements
(NASD Conduct Rules 3030 and 2110 and FINRA Rule 2010)
26. M. Blake incorporates by reference his responses to paragraphs 1-25 of the
Complaint as if fully set forth herein.

27.  Upon information and belief, Mr. Blake admits the allegations contained in
the first sentence of paragraph 27 of the Complaint. Answering the second sentence of
paragraph 27, Mr. Blake admits that he was the manager of Longest Drive II, but denies
that he was the “managing member.” Mr. Blake denies that he owned twenty percent or
more of Longest Drive II. Mr. Blake affirmatively asserts that the only member of
Longest Drive II was “The Michael J. Blake and Janice L. Blake Trust.” Mr. Blake
denies any remaining allegations contained in the second sentence of paragraph 27. Mr.
Blake denies the allegations contained in the third sentence of paragraph 27. Mr. Blake
affirmatively asserts that Longest Drive II was set up to handle personal matters for the
Blakes. Mr. Blake admits the allegations contained in the fourth sentence of paragraph
27. Mr. Blake denies any remaining allegations contained in paragraph 27.

28.  Answering paragraph 28 of the Complaint, Mr. Blake admits that he did not
provide Ameritas with any notice concerning Longest Drive II. Mr. Blake denies that

any notice to Ameritas was necessary, however, as Longest Drive II was not formed to
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make investments, never made any investments, and in fact was set up simply to handle
personal matters for the Blakes. Mr. Blake denies any remaining allegations contained in

paragraph 28.

29.  Mr. Blake denies the allegations contained in paragraph 29 of the
Complaint. Mr. Blake affirmatively asserts that he did not violate NASD Conduct Rule
3030. That Rule is no longer applicable and has been superseded. To the extent the
Complaint purports to claim that Mr. Blake violated FINRA Rule 3270—which is not
alleged—Mr. Blake did not violate that rule either. FINRA Rule 3270 states that with
regard to outside business activities, a person may not be “compensated, or have the
reasonable expectation of compensation . . . unless he or she has provided prior written
notice to the member, in such form as specified by the member.” Here, Mr. Blake was
not compensated—but he provided written notice to his broker-dealers anyway—on their
specified electronic forms. And his outside business activities were approved, every
time, by his broker-dealers. Moreover, none of his broker-dealers ever advised him that
his outside business activities were, or could be considered, private securities
transactions.

Mr. Blake additionally affirmatively asserts that he did not violate FINRA Rule
2010. Since Longest Drive II was not formed to and never made any investments, Mr.
Blake was not required to disclose it. Moreover, Mr. Blake at all times followed the
disclosure requirements of FINRA as well as his broker dealers, and “observe[d] high

standards of commercial honor and equitable principles of trade.”

GENERAL DENIAL

Any allegation in the Complaint not specifically admitted in this Answer is hereby
denied.

REQUEST FOR HEARING

Pursuant to FINRA Rule 9221(a)(1), Mr. Blake hereby requests a hearing.
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AFFIRMATIVE DEFENSES

Mr. Blake hereby alleges the following affirmative defenses:
L. The Complaint fails to state a claim upon which relief can be granted;

2. All of Mr. Blake’s outside business activities with Longest Drive were

approved, in writing, by each of his broker-deaiers.

3. Mr. Blake was not engaged in private securities transactions because he
never received any compensation, or had a reasonable expectation of compensation, as a

result of his activities with Longest Drive.

4, If Mr. Blake was engaged in private securities transactions, his broker-
dealers had an obligation to advise him of such, and if they failed to do so, the
responsibility for Blake’s engagement in securities transactions is with the broker-dealers

and not Blake.

5. Mr. Blake never received any commissions, fees, or any other type of

compensation whatsoever regarding his involvement with Longest Drive.

6. Mr. Blake did not violate NASD Conduct Rule 3040 because he did not
engage in any “private securities transaction[s]” as that term is defined in NASD Conduct
Rule 3040(e)(1), because he did not receive any compensation, or have a reasonable

expectation of compensation, for his actions in Longest Drive.

7. Mr. Blake did not violate NASD Conduct Rule 2110 because the only
provision of that rule which exists is Rule 2110-3, and that rule concerns front running,

which is not alleged in the Complaint.
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8. Mr. Blake did not violate FINRA Rule 2010 because Mr. Blake at all times
followed the disclosure requirements of FINRA and his broker-dealers, because all of his
OBA-Form disclosures were completely accurate, because he was not required to
disclose Longest Drive Il since it was not formed to and did not engage in any
investments, and because at all times Mr. Blake “observe[d] high standards of

commercial honor and equitable principles of trade.”

9. Mr. Blake did not violate NAéD Conduct Rule 3030 because that rule has
been superseded and no longer exists. To the extent the Complaint purports to claim that
Mr. Blake violated FINRA Rule 3270, that has not been alleged. Moreover, FINRA Rule
3270 states that as to outside business activities, a person “may not be compensated, or
have the reasonable expectation of compensation . . . unless he or she has provided prior
written notice to the member, in such form as specified by the member.” Mr. Blake was
not compensated—but provided written notice to his broker-dealers anyway—on their
specified electronic forms. And his outside business activities were approved, every

time, by his broker-dealers.

RESERVATION OF RIGHTS REGARDING OTHER AFFIRMATIVE
DEFENSES

Mr. Blake hereby reserves the right to assert additional affirmative defenses
should future discovery, including but not limited to the inspection of documents

provided by FINRA Rule 9251, yield a basis for such affirmative defenses.
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RELIEF REQUESTED

WHEREFORE, having fully answered the Complaint, Blake respectfully requests:

1. That no relief be granted on the Complaint;

2. That a decision be made in favor of Blake;

3. That Blake recover his attorneys’ fees, costs, and expenses to the extent
permitted by law, FINRA Rules, and NASD rules.

4, Such other and further relief as the Panel may deem just and proper. |

DATED: April 17, 2013

BUCHALTER NEMER

W74

Roger W. Hall )

16435 N. Scottsdale Road, Suite 440
Scottsdale, Arizona 85254
Attorneys for Respondent

Michael James Blake
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FINANCIAL INDUSTRY REGULATORY AUTHORITY

OFFICE OF HEARING OFFICERS
Department of Enforcement,
Complainant,
DISCIPLINARY PROCEEDING
v, No. 2010021710501

Michael James Blake (CRD No. 2022161),

Respondent.

CERTIFICATE OF SERVICE

I hereby certify on the 17™ day of April, 2012, I caused the original and three (3)
copies of the foregoing Complaint, to be sent electronically and via FedEx, addressed as
follows:

Office of Hearing Officers, FINRA
1735 K Street, N.W., 2nd Floor
Washington, D.C. 20006

OHOCaseFilings @finra.org.
-and-

Helen Barnhill, Esq.

Senior Regional Counsel
Jacqueline D. Whelan, Esq.
Regional Chief Counsel
FINRA District No. 3 - Denver
Department of Enforcement
4600 S. Syracuse Street, Suite 1400
Denver, CO 80237

Dated: April 17,2013 Mv\/r\ Q@u—&%
&/Ann Gillotte
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Ameritas Investment Corp -
Salene Hitchcock Gear

President

4550 Montgomery Ave.

12t Floor

Bethesda, MD 20814

Dear Salene,

Per your request my official retirement date from Ameritas Investment Corp will be
March 31, 2013.

Continued success and | have enjoyed my ten years with AIC.

Sincerely,
Q.

P

i‘\/’ S

Michael } Blake

cc: Sara Andres
Chief Compliance Officer
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IN'THE MATTER OF:
: ORDER GRANTING

Olympus Financial Advisors, LLEC REGISTRATION PURSUANT
10645 N. Tatum Bivd. {TOSECTION 203 OF THE
Suite 200-444 VINVESTMENT ADVISERS
Phoenx, AZ 85028 CACT OF 1840
SEC FILE NO.. 801-77826

Olympus Financial Advisors, LLC, ("Applicant”), filed an application for registration
as an investment adviser under Section 203(c) of the Investment Advisers Act of 1840 on
March' 21,2013, Applicant relied on the exemption from the prohibition on Commission
registration provided by Rule 203A-2(d).

The  Commission -has determined ‘thet ‘the application conlaing  the infonmation
preseribed under Sectiors 203(c) and the rules thereunder,. The Commission has not passed
on- the accuraty of adenuasy of the information, and the sffectiveness of Applicants
registration does not imply Commission approval or disapproval. Accordingty,

IT 18 ORDERED, pursuant to Section Z03{ci{2)A) of the Act that the Applicants
registration-heraby is granted, effective forthwith,

Under the terms-of the exemption upor which this registration is granted, Applicant,
valhing 120 days after the date of this sfectivengss order, rust file an amendment'tc Form
ADV revising ltem 2A-SEC Registration therelo and, #f the amendment indicates that
Spplicset would ‘b prohibited by section 200A{s) "of the Act Tfrum teyiStedng with -Ihe
Commission, accompary: such amendment by a completed Form AUV-W whereby
Applicant withdraws from registration with the Commission, Failure to file this amenciment
will result inthe cancellation of Apphicant's invesiment adviser registration.

FOR THE COMMISSION, by 'the Office of Complance Inspections and
Examinations; pursuant to delegated authority.

Elizabeth M. Murphy,
Secretary
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From: SECIARDNotifications@finra.org [mailto:SECIARDNotifications@finra.org]

Sent: Monday, April 22, 2013 9:10 PM

To: Michael Blake

Subject: Firm 167141: Important Information from the U.S. Securities and Exchange Commission for
Newly Registered Investment Advisers

Welcome to registration with the U.S. Securities and Exchange Commission. We are pleased to
inform you that the SEC's Secretary has issued an order declaring your registration as an
investment adviser to be effective. You will receive a copy of the order in an email and the
official paper version will follow by regular mail.

As an investment adviser you must conduct your business in accordance with the requirements of
the Investment Advisers Act of 1940 and the rules the Commission has adopted under the
Advisers Act. Principal among these is the obligation you have to act in the best interests of your
clients. The following link will take you to an overview prepared by the SEC staff of many of the
requirements that you need to consider as a registered investment adviser:
(www.sec.gov/divisions/investment/advoverview.htm). The overview also provides information
about other SEC resources that are available to you. One we would like to highlight is the IARD
Information web page at www.sec.gov/divisions/investment/iard.shtml, which includes

important announcements and is a portal for information that you may find relevant to your
operations as a registered investment adviser.

Finally, now that your registration is effective, the information you filed on Form ADV is
available to the public through the Investment Adviser Public Disclosure website

at www.adviserinfo.sec.gov. The web site does not display certain personal information, such as
individual social security numbers.

Note: You cannot contact the SEC by replying to this email.

TRACKING INFO:
Date Generated: 04/23/2013 00:10:08
Firm Sent To: OLYMPUS FINANCIAL ADVISORS, LLC(167141)

THIS COMMUNICATION IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR
ENTITY TO WHICH IT IS ADDRESSED AND CONTAINS OR MAY CONTAIN
INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL OR EXEMPT FROM
DISCLOSURE UNDER APPLICABLE LAW. If the reader of this communication is not the
intended recipient (or the employee or agent responsible for delivering to the intended recipient),
you are hereby notified that any dissemination, distribution, or copying of this communication is
strictly prohibited. If you have received this communication in error, please disregard and delete
this communication, and do not disseminate or retain any copy of this communication.



mailto:SECIARDNotifications@finra.org
mailto:SECIARDNotifications@finra.org
http://www.adviserinfo.sec.gov

From: Julie Ann Brown [mailto:jbrown@macg.com])
Sent: Friday, May 24, 2013 9:10 AM

To: Michael Blake

Cc: Sarah Fong; Tim Brown; Greg Monaco

Subject: FINRA Approval

Importance: High

Hi Michael,

Good news, FINRA has approved your registration late yesterday. However, Arizona has not, hopefully
they will soon. | will let you know when | see the registration approval.

Julie Ann Brown

Licensing & Registration Administrator
Mid Atlantic Capital Corporation

Mid Atlantic Financial Management, Inc.
LPA Insurance Agency, Inc.

180 Promenade Circle, Ste. 220
Sacramento, CA 95834

Phone: 916-286-7843

Fax: 916-286-7860

www.macg.com

M

Securities offered through Mid Atlantic Capital Corporation, member FINRA/SIPC. Advisory services offered through
Mid Atlantic Financial Management, Inc., a registered investment adviser. Trust services offered through Mid Atlantic
Trust Company, a non-depository trust company.

NOTICE: This email communication including all attachments transmitted with it may contain confidential information
intended solely for the use of the addressee. If the reader or recipient of this communication is not the intended
recipient, or you believe that you have received this communication in error, please notify the sender immediately by
return email or by telephone at 412-391-7077 and PROMPTLY delete this email including all attachments without
reading them or saving them in any manner. The unauthorized use, dissemination, distribution, or reproduction of this
email, including attachments is strictly prohibited and may be unlawful.
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CONMMISSIONERS MATTHEW J. NEUBERT
B0B STUMP, Chairman DIRECTOR

GARY PIERCE

BRENDA BURNS SECURITIES DIVISION

BOB BURNS 1300 West Washington, Third Floor
SUSAN BITTER SMITH Phoenix, AZ 85007
TELEPHONE: (602)542-4242
FAX: {(602) 396-5681

EXE;[?[?\'(;E&:SSCTOR EMAIL: securitiesdiv@azcc.gov

ARIZONA CORPORATION COMMISSION .

August 19, 2013

Michael J. Blake
9900 N. 52ND Street
Paradise Valley, AZ 85255

RE: Pending Salesman Application for Blake, Michael J. (CRD#2022161)

Dear Mr. Blake:

The Securities Division (“Division™) has reviewed the correspondence received July 16,
2013 in response to our request for information dated June 24, 2013. Based on that review, the
Division requests the following information;

1. Provide a list of Michael J Blake’s (may be referred to-as “You™ or “Mt. Blake”)
securities/investment clients from January 2006 to the present;

2. Provide the names, addresses, and telephone numbers of all past and current
Longest Drive LLC members:

3. Provide all Longest Drive LLC membership agreements and related documents,
including the dates of membership, percentages, and amounts;

4. Provide a list of all individuals and clients of Mr. Blake, who invested with Office
Condominiums of Geneva, LLC, Office Condominiums of Eigin, LLC, Office
Condominiums of Elgin II, LLC, Burr Ridge Holdings, LLC, Grace-Monroe,
LLC, Baseline Condo Investors, LLC, and any other commercial real estate
investment opportunity offered or sold by Donald Zeleznak and/or Jonathon
Vento, including butmnot limited to, in private placement offerings, promissory
notes, deeds of trusts, or membership interests (collectively the “Grace
Investment(s)™”), whether directly or through Longest Drive LLC;

S. Copies of all Private Placement Memoranda (PPM) relevant to each Grace
Investment and all related transaction documents, including but not limited to,
subscription agreements, operating agreements, prospectuses, investment checks
or transfers, deeds of trusts, guarantees, and the address and legal description of
the properties or projects being invested into;

1200 WEST WASHINGTON, PHOENIX, ARIZONA 85007 /400 WEST CONGRESS STREET, TUCSON, ARIZONA- 85701
WWW,AZEE. oV "




6.

An accounting and or all documents relating to how Youor Longest Drive LLC,
receipted and disbursed all money related to the Grace Investments. Also provide
documentation of all principal and interest pavments received, related to the
Grade Investments:

All documents, correspondences, and communications received from ag %
provided to FINRA regarding FINRX docket/examination # 09-04700, 12-01579.
2010021710301 and 2012033121 ¥ and FINRA disciplinary proceeding
#20100217105-01. Ifany of the matters are resolved by hearing, consent, or

order, please provide a copy of such document;

Only responses tendered in writiiz will he considered as adequately responding to this
letter. Failure to respond may impact or delay our review of vour securities application. Should
vou have any questions, I can be reached at 602.542.0908 or at phuvnhi@azec.gov.

Assistant Chief Counsel
Registration and Compliance

CC:  Jeanine Colditz Devine
Mid Atlantic Capital Corporation
1251 Waterfront Place, Suite 510
Pittsburgh, PA 15222-6368

Page2 of 2




Arizona Corporation Commission
Mr. Phong {Paul) Huynh
Assistant Chief Counsel
Registration.and Compliance
1300 West Washington

Third Floor

Phoenix, AZ 85007

Re: Pending Salesman Application for Blake, Michael J. (CRD#2022161)

Dear Mr. Huynh

Thank you for your consideration for my registering my securities license in the state of Arizona. At this
time 1 am.only.interestediin becoming associated with Mid Atlantic.Financial Management as an AR
under their RIA,

Once again ' want to reiterate that-the issues | have had are all the results of an approved outside
business activity involving real estate investing. | have never had a complaint in my 23 years regarding
my managing of clients assets. | believe the attached letter dated May 24, 2013 from my attorney Roger
Hall to-Helen G. Barnhill, ESQ; Senior Regional Counsel FINRA, does an excellent job of summarizing my
position and-the issues. | have attached thisletter for your review.

Attached are the:explanation-and documents that you had requested. | have answered all.of your
questionstothe best of my abilities.

| do appreciate your consideration,

Sincerely,

Michael ) Blake




16435 Nogry ScOTTSPALE ROAD, SUBE 40 SCOTTSDALE, ARIZONA 852541754
TECEPHONE (4807 383- 1800/ FaX (4801 824-9400
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Buchalter

A ProfessonalLaw Corporation

Direct:Dial Number: (480) 383-1845
Direct Facsimile Number: (4807 383-1602
E-Mail Address: rhall @buchalter.com

May 28, 2013

Via E-Mail and U.S. Mail

Helen G. Barnhill, Esq.

Senior Regional Cournsel

FINRA

4600 South Syracuse Street, Suite 1400
Denver, CO 80237

Re:  Michael Blake; Disciplinary Proceeding No. 20100217105-01
Mr. Blake’s Settlement Offer

Dear Ms. Barnhill:
This will constituie Mr Blake's settlement offerto FINRA.,

The very first principle of the FINRA Sanction Guidelines—indeed the very first line—is
that “sanctions are remedial in nature and should be designed to deter future misconduct and to
improve overall business standards in‘the-securities industry.” FINRA Sanction Guidelines,
General Principles Applicable ta All Sanction Determinations (“General Principles™), section 1
theading}. "

As set fouh in mis Answer, Mr, Blake relied on written information from Grace
Communities that the investments being made were not securities. Additionally, and more
importantly, every year he disclosed his actions to each of his broker-dealers, on his Outside
Business Activities reports. None of his broker-dealers, AXA Advisors, Carillon, or Ameritas,
ever made any objection to his actions with Longest Drive. Nor did either of them ever tell him
that he was dealing in securities. Further, Mr. Blake’s business, Olympus Financial Advisors
LLC, received in-person audits of his files every year, and his broker-dealers still never
identified anything that was wrong or told hini that anything was wrong.

Perhaps most importantly, though, Mr. Blake never received any compensation from
Longest Drive:or any of its investors as a result of the work he did through or for Longest Drive.
Not a dime.

Los Smmeles » Ovmnge Coonty ™ N Faavcison 0 Sosttsdale
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BuchalterNemer

Helen G. Barnhill, Esq.
May 28,2013
Page 2

Based upon the written assurances from Grace Communities, his own broker-dealers’
lack of objection or warning, and the fact that he received no compensation, Mr. Blake had no
idea that he'was dealing in securities. He therefore had no “intent” to engage in any prohibited
actions.

Indeed, Mr. Blake's entire goal in forming Longest Drive was to allow friends and family
to invest, if they chose to, in what seemed to nearly everyone at the time, to be a red-hot and
ever-improving real-estate market. Since Mr. Blake did not receive any compensation
whatsoever for his work with Longest Drive, his motivation in telling his friends and family
about those investment opportunities was certainly not driven by any financial incentive. And
given the FINRA scrutiny that has rained down on him as a result of providing that opportunity,
there is absolutely zero chance that Mr. Blake will ever engage in any investment-related outside
business activities in the future.

It would therefore not serve the Sancvion Guidelines’ mandate that santtions be
“remedial™ and “designed to deter future misconduct™ it Mr. Blake were given a severe sanction,
since doing so would then be more in the nature of punishment, rather than the remediation and
deterrence mandated by the Sanction Guidelines.

The Sanction Guidelines also-state-thar [ disciplinary sanctions should be more severe
for recidivists.” FINRA Sanction Guidelines, General Principles, section 2 (heading)y. Until his
involvement with Longest:Drive, Mr. Blake had a spotless record. He never had any complaints,
and had never been investigated by FINRA. He had certainly never been sanctioned by FINRA.
Mr. Blake is:therefore not a recidivist.. And since:the-Sanction Guidelines reserve severe
sanctions for recidivists; Mr. Blake's sanction should not be severe.

The-Sanction Guidelines additionally state that “where the violative conduct was
unintentional or negligent . . . or the violations resulted from a single systemic problem or cause
that has been corrected,” those violations should be “batched.”™ Sanction Guidelines, General
Principles, section 4.

As explained above.and also i his Answer, Mr. Blake had no reason to think that he was
engaging in securities trading. The entilies being invested in provided written statements to him
that the investments were not securities; his broker-dealers were told, every year, of his actions,
yet never told him to-stop or ever told him that he was trading securities; and his annual in-
person audits always came up clean. As a result, “the violative conduct was unintentional,”

Further, all of Mr. Blake’s alleged violations arose from the same single activity: office-
park development investments made through Longest Drive. And since Longest Drive is no
longer making any new investments, that single activity has essentially been “corrected.”

BN 14075993v1




Suchalter™semer
Helen G. Bambhill, Esq.
May 28, 2013
Page 3

Mr. Blake's actions therefore fit squarely within the Sanction Guidelines® rubric for
batching, and as a result. Mr. Blake's actions through Longest Drive should be treated as a single
violation.

The Sanction Guidelines further state that “ajdjudicators should consider a respondent’s
ill-gotten gain in determining an appropriate remedy.” Sanction Guidelines, General Principles,
section 6 theading™ )

Here, Mr. Blake did not receive any gain, much less any “ill-gotten” gain. He was not
compensated for anything he did through or for Longest Drive. Nor did he take or receive a
commission from any of the investors in Longest Drive:

Any gain or loss that Mr. Blake realized was the same as that of any other investor,
because he personally invested in each of the projects as well. In other words, the opportunities
that he told friends and family about were only those that he himself also invested in. Since the
Sanction Guidelines mandate that a respondent’s “ill-gotten gain™ be considered in the
determination of a sanction, Mr. Blakes lack of financial gain should definitgly be a factor in
assessing any sanction as well. And since Mr. Blake did not have financial gain, any sanction
should be Tess severe.

Regarding the amount of a monetary sanction, the Sanction Guiidelines state that
“adjudicators are required 10 consider ability to pay in connection with the imposition, reduction
or waiver of any fine or restitution.” Here, Mr. Blake has been unemployed, and thus without
any employment income at all, since April L. His “ability to pay” is therefore nearly non-
existent, since he has virtually no money coming in. And since his lack of income is “required”
1o be considered as a fuctor, any monetary sanction should necessarily be relatively low, 10
reflect the fact that M. Blake is rapidly exhausting his financial resources.

Concerning the particular rules that Mr. Blake is alleged 1o have violated, only two of
them, FINRA Rule 2010 and NASD Rule 3040, are specifically mentioned in the Sanction
Guidetines. Andinost of the factors listed with regard (o those Rules do not apply to Mr. Blake’s
situation.

Prior 1o discussing specific factors. though, it must be noted that NASD Rule 3040 relates
to “private securities transactions;” and as stated above and in his Answer, Mr. Blake had no
reason to believe that his activities with Longest Drive constituted “private securities
transactions.”

As 10 some of the specific factors identified inthe Sanction Guidelines, Mr. Blake only
brought eight investors to Longest Drive, six individuals and two couples.' Thus, the number of
people involved was not large.

' Steve Bernstein; Dan Gallagher; Larry Hampton: Dan and Kathy Hinsley; Doug and Kira Pippert; Pam
Pont: Jack Saunders: and Roger Wooley.

BN-4075993v 1
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The “products™ that Loungest Drive sold, i.e., the investments, have not been found to
involve a violation of federal or state securities laws. Neither have they been found to involve a
violation of SRO Rules. Thus, that factor is inapplicable to Mr. Blake's situation.

Nor did Mr. Blake or Longest Drive have a proprietary or benelicial interest in'the
transactions they conducted. Neither Mr. Blake nor Longest Drive took or received any type of
commission for the investments. Mr. Blake and Longest Drive were simply conduits for the
investors’ money: the amount Mr. Blake and Longest Drive received was the exact amount that
was invested. No commission or fees were taken out or charged.

Nor did Mr. Blake ever attempt to create the impression that any.of his broker-dealers,
AXA, Carillon, or Ameritas, were involved in Longest Drive's activities. He always fully
disclosed to investors that Longest Drive was separate from the work he was doing for his
broker-dealers, that the broker-dealers were not involved, and that he was not charging the
investors any kind of commission.

The: investments conducted through Longest Drive did not cause injury to the investing
public because each investor was provided with-a prospectus detailing the risk, including the risk
that the entire investment could beslost. Further; each investor made the investment-decision on
his or her own. Mr. Blake simply advised them of the opportunity. Additionally, each investor
controlled the amount of his or her investment; none of the people that Mr. Blake told of the
investment opportunity was required to invest more than they were comfortable with, or invest
anything at all for that matter.

Mr. Blake also provided his broker-dealers with repeated written-documentation of |
Longest Drive’s activities, on his yearly Outside Business Activities forms.

Nor did Mr. Blake ever engage in activities, including Longest Drive activities, after his
broker-dealer instructed him not to. Indeed, neither of Mr. Blake's broker-dealers ever told him
to-stop his activities with Longest Drive. And definitely neither-of them told Mr. Blake that-what
Longest Drive was doing constituted securities transactions.

And Mr. Blake never recruited other registered individuals to sell Longest Drive
investments.

Finally, Mr. Blake never misled either of his broker-dealers about the existence of his
Longest Drive activities. He disclosed Longest Drive, and what it was doing, every year on his
Outside Business Activities forms.

BN 14075993y |
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In light of all of the foregoing, Mr. Blake believes that a sanction of suspension for 60,
days, beginning retroactively from April 1, as well as a monetary fine of $4,999, is appropriate.

Thank you for your consideration, Ms. Bamhill, and I look forward to hearing back from
you $00n.

Sincerely,

BUCHALTER NEMER
A-Professional Corporation

Y :
,, DSl ALY

Roger W: Hall
RWH:jkg

oc: Mr. Michael Blake (via esmail only)

BN 759931




#2 provide a list of names, addresses, and telephone numbers of all past and current Longest Drive LLC
members.

This detail is included in my answer to #3.

#3 Provide all Longest Drive LLC membership agreements and related documents, including the dates of
membership, percentages and amounts:

There is no individual membership agreements, what | have included is the members signed project
form.

#4 The only known client that invested in Office Condominiums of Elgin LLC and Office Condominiums of
Geneva was Kira Pippert. The Pipperts were referred to Grace Communities and made their own
decision on investing in these projects.

Burr Ridge investors are included in-#3 answersabove,

#5 Enclosed are capies-of the Subscription for Romeoville Office Investors LLC, the Subscription for Burr
Ridge Office Investors, LLC, and the Subscription for The Offices at Deer Park Center.

#6 once someone chose to.invest inone of the projects whether it was Burr Ridge Office investors, LLCR,
Romeoville Office investors, LLC-or The Offices at Deér Park-Center, a check was written to Longest Drive
LLC and then a check was written to the project:by Longest Drive LLC... Sofar to date there have not
been any principal or dividends received from Grace Communities, therefore no principal or dividends
have been sent to any members. . These three projects are still active,

#7 Attached are all documents, correspondencesand communications received from.and provided to
FINRA regarding FINRA docket/examination #09-04700, 12-01379, 2010021710501 and 2012020331211
and FINRA disciplinary proceeding #20100217105-1,

My case has been settled with FINRA, | have attached the Order of Settlement.



FINANCIAL INDUSTRY REGULATORY AUTHORITY
OFFICE OF HEARING OFFICERS

Department of Enforcement,

Complainant, DISCIPLINARY PROCEEDING
V. No0. 2010021710501

Michael James Blake (CRD No. 2022161),

Hearing Officer: MC
Respondent.

OFFER OF SETTLEMENT
L

Respondent Michael James Blake (Respondent) makes this Offer of Settlement (Offer) to
the Financial Industry Regulatory Authority (FINRA), with respect to the matters alleged by
FINRA in Disciplinary Proceeding No. 2010021710501 filed on March 21, 2013 (Complaint),
and amended on August 27, 2013, 2013 (Amended Complaint) and as amended by this Offer.
Defined terms used herein have the same meaning as set forth in the Amended Complaint.

This Offer is submitted to resolve this proceeding and is made without admitting or
denying the allegations of the Amended Complaint or the allegations set forth herein. It is also
submitted upon the condition that FINRA shall not institute or entertain, at any time, any further
proceeding as to the Respondent based on the allegations of the Amended Complaint as amended
by this Offer, and upon further condition that it will not be used in this proceeding, in any other
proceeding, or otherwise, unless it is accepted by the National Adjudicatory Council (NAC)

Review Subcommittee, pursuant to FINRA Rule 9270.

14806957v1




1L

ORIGIN OF DISCIPLINARY ACTION

This disciplinary action arose from the filing of an Arbitration Statement of Claim
naming the Respondent, in July 2009.
II1.

ALLEGED ACTS OR PRACTICES AND VIOLATIONS BY RESPONDENT

As alleged in the Amended Complaint, as amended herein, Respondent engaged in the
following acts, or failed to act as follows:

Respondent Michael James Blake, acting outside the course and scope of his employment
with his employing member firms, participated in private securities transactions involving the
investment of more than $3.2 million by approximately twenty-eight investors in three
investment contracts, without providing prior written notice to his firms of his proposed roles in
the transactions. As a result of the foregoing, the Respondent violated NASD Conduct Rules

3040 and 2110.

On numerous forms, Respondent misled his employing member firms regarding his
involvement in the foregoing private securities transactions and his participation in the outside
business activity through which the transactions were effected, in violation of NASD Conduct

Rule 2110 and FINRA Rule 2010.

Finally, Respondent failed to disclose a separate, related outside business activity to his
employing member firm, in violation of NASD Conduct Rules 3030 and 2110 and FINRA Rule

2010.

14806957v1 2




RESPONDENT AND JURISDICTION

The Respondent entered the securities industry in or about December 1989 as an
associated person of ELA, a FINRA member. He became registered with that firm (which had
since changed its name to AX) as an Investment Company and Variable Contracts Products
Representative and Principal in February 1990 and January 1996, respectively, as a General

Securities Representative in June 1999 and as a General Securities Principal in December 1999.

On November 1, 2002, the Respondent became registered with FINRA member firm
Carillon Investments, Inc. (“Carillon”) in each of the foregoing capacities. Respondent’s
association with Carillon ceased on or about June, 2006 when these same registrations were

transferred to Ameritas Investment Corporation (“Ameritas™).

On March 28, 2013, after the Complaint in this matter was filed, the Respondent’s
registration with Ameritas was terminated by means of a Form US stating the reason for
termination as “other” and explaining that Respondent had retired from the Firm. Subsequently,
on May 23, 2013, he became registered as an Investment Company and Variable Contracts
Products Representative and Principal and as a General Securities Representative through Mid
Atlantic Capital Corporation. Under Article V, Section 2 of FINRA’s By-Laws, FINRA had
jurisdiction to file this action because, at the time the Complaint was issued, he was registered
and associated with Ameritas, a FINRA member; further, the Complaint charges him with
misconduct committed while he was registered or associated with Ameritas and Carillon, also

FINRA member firms.

14806957v1 3



FIRST CAUSE OF ACTION
Selling Away (Private Securities Transactions)
(NASD Conduct Rules 3040 and 2110)

In or about April 2002, the Respondent formed an LLC so that he and three friends could
pool funds to invest in commercial real estate projects. In October 2002, the Respondent notified
Carillon of the existence of the LLC in a letter dated October 16, 2002 and an Qutside Business
Activity Questionnaire (“OBA Form”) which he submitted on or about October 21, 2002. In the
two documents, Respondent disclosed the business as a “private investment” in commercial real
estate development by him and four friends, two of whom were former clients of ELA. He
further disclosed that he would not spend any time on the business, in which he had a twenty-
percent interest and that he received no compensation from the business. Respondent further
represented that, after the LLC selected a particular real estate project, its members would each
write a check to the LLC and Respondent, who had signatory authority for the LLC’s bank
account, would in turn write a check to the real estate development project on behalf of the LL.C.

The outside business activity, as disclosed, was approved on October 16, 2002 by Carillon’s

Chief Compliance Officer.

By the summer of 2007, the LLC’s size and scope had expanded beyond the several
individuals who initially formed the entity, in that approximately twenty-five individuals, who
were not members of the LLC, had provided funds to the LLC to make investments in real estate
development projects through the LLC. None of these individuals signed a membership
agreement with the LLC, and the LL.C’s Operating Agreement was never amended to reflect the

addition of new members.

Between approximately February 2006 and June 2007, the LLC invested approximately

$3,200,000 in real estate properties being developed by GC, a real estate development enterprise

14806957v1 4




organized as a limited liability company. The invested funds were provided by twenty-eight
investors as follows: six persons invested $250,000 in Development 1 between August and
November 2006; three persons invested $200,000 in Development 2 in October and November
2006 and twenty-three persons invested approximately $2,755,000 in Development 3 between
February 2006 and June 2007 (collectively, the “LLC Investments”). Twelve of these investors
were customers of Carillon and/or Ameritas at the time of their respective investments. The

Respondent personally invested in each of these three projects.

Respondent participated in the sale of the LLC Investments by soliciting investors,
receiving, processing and forwarding the funds that were invested, providing the investors with
documentation evidencing their investments, functioning as the point of contact between the
investors and GC, apprising the investors of the status of the LLC Investments and causing the

preparation of Schedule K1 forms.

The Respondent completed Ameritas Annual Compliance Questionnaires
(“Questionnaires™) on September 18, 2006, October 1, 2007, July 31, 2008 and June 28, 2009.
In each of the Questionnaires, the Respondent answered “yes” when asked if he understood he
was not permitted to commingle his funds with a client’s funds and that he was not to accept a
client’s check made payable to him or any entity or person associated with him for a securities
transaction. Even after answering “yes” to these questions on September 18, 2006, the
Respondent continued to accept checks made payable to the LLC and in October and November

2006, he commingled his funds with client’s funds in the LLC’s bank account.

Each LLC Investment involved the purchase of a security in the form of an investment

contract. Each entity in which an LLC Investment was made was a common enterprise in which

14806957v1 5




investor funds were pooled. The investors’ returns were to be derived wholly from the efforts of

the LLC Investment entity and its manager, GC.

Respondent effected the LLC Investments outside the regular course and scope of his
employment with Carillon and Ameritas. Therefore, the transactions are private securities

transactions.

The Respondent never advised Carillon or Ameritas orally or in writing that he was
participating in the private securities transactions described above. To the contrary, as set forth
below, between 2006 and 2008, he indicated each year, in annual compliance questionnaires, that

he had not engaged in private securities transactions.

GC filed for bankruptcy in 2009. To date, none of the investors in the LLC Investments

have received a return of their principal or any interest or other payments.

As a result of the foregoing, the Respondent participated in private securities transactions
without providing to Ameritas and Carillon prior written notice in the form required by NASD
Conduct Rule 3040, as required by NASD Rule 3040(b). He therefore violated NASD Conduct

Rules 3040 and 2110.

SECOND CAUSE OF ACTION
(Providing False Information to Member Firm Employer and Omitting to Correct
Inaccurate Information)
(NASD Rule 2110 and FINRA Rule 2010)
As noted above, the Respondent completed Questionnaires on September 18, 2006,

October 1, 2007, July 31, 2008 and June 28, 2009. In each of the Questionnaires he falsely

answered “no” when asked if he had engaged in private securities transactions.

The Respondent did disclose the LLC as an outside business in OBA Forms on August

31, 2003, September 8, 2004, March 14, 2005 and October 1, 2007. However, the Respondent
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did not disclose the LLC as an outside business in OBA Forms which he completed on

September 18, 2006 and July 31, 2008, inquiring into all of his outside business activities.

The size, scope and activity of the LLC changed significantly after Respondent’s initial
disclosure in 2002 that he and four friends had formed an entity to invest in commercial real
estate. By 2007, the LLC had become an investment vehicle for approximately 25 other
individuals to pool funds for investments in various real estate development projects and
Respondent was substantially involved in this expanded business. These changes caused the
initial disclosure to become inaccurate and, given the nature and extent of its activities,
misleading. Respondent did not amend or update the outside business disclosure concerning the

LLC at any time.

By providing false and incomplete information on compliance questionnaires and by
failing to update and correct his outside business disclosure, as described above, Respondent
misled Ameritas. By misleading the firm, the Respondent deprived his employer of information
that could have resulted in the detection of his participation in private securities transactions,

notwithstanding his failure to make an affirmative disclosure in the Questionnaires.

By providing false and misleading information to Ameritas from September 2006
through December 14, 2008, Respondent violated NASD Conduct Rule 2110. By providing
false and misleading information to Ameritas from December 15, 2008 through June 28, 2009,

Respondent violated FINRA Rule 2010.
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THIRD CAUSE OF ACTION
Outside Business Activities—Failure to Comply with Rule Requirements
(NASD Conduct Rules 3030 and 2110 and FINRA Rule 2010)

Respondent caused a second limited liability company to be created and to be
incorporated in Arizona on or about November 29, 2006 (“LLC II”’). Respondent was the
Managing Member of LLC II, owning twenty percent or more of the business. LLC II was set
up so that any investments made after Development 3 would be made through that entity instead
of the first LLC. Respondent closed LLC II in or about November 2010. The Respondent failed
to provide Ameritas with any notice at all, including written notice, of LLC II.

As to conduct occurring from November 29, 2006 through December 14, 2008, the
Respondent’s failure to provide prompt written notice of LLC II to Ameritas violated NASD
Conduct Rules 3030 and 2110. As to conduct occurring from December 15, 2008 through
November 30, 2010, the Respondent’s failure to provide prior written notice of LLC II to

Ameritas violated NASD Conduct Rule 3030 and FINRA Rule 2010.

Iv.

Pursuant to the conditions set forth herein, Respondent consents to the issuance of an
Order Accepting Offer of Settlement (Order) and disposing of this proceeding in the following
manner:

A. Without admitting or denying the allegations, and solely for the purposes of this
proceeding and any other proceeding brought by or on behalf of FINRA, or to which FINRA is a
party, to the entry of findings of facts and violations by Respondent as set forth above in Section
II1; and,

B. Imposing sanctions of a one-year suspension in all capacities from associating

with a FINRA member firm and a $10,000 fine.
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Respondent agrees to pay the monetary sanction upon notice that this Offer has
been accepted and that such payments are due and payable. Respondent has
submitted an Election of Payment form showing the method by which he

proposes to pay the fine imposed.

Respondent specifically and voluntarily waives any right to claim that he is
unable to pay, now or at any time hereafter, the monetary sanction imposed in this

matter.

Respondent understands that if he is barred or suspended from associating with
any FINRA member, he becomes subject to a statutory disqualification as that
term is defined in Article III, Section 4 of FINRA’s By-Laws, incorporating
Section 3(a)(39) of the Securities Exchange Act of 1934. Accordingly,
Respondent may not be associated with any FINRA member in any capacity,
including clerical or ministerial functions, during the period of the bar or

suspension. (See FINRA Rules 8310 and 8311.)

The sanctions herein shall be effective on a date set by FINRA staff.
V.
In connection with the submission of this Offer, and subject to the provisions herein,
Respondent specifically waives the following rights provided by FINRA’s Code of Procedure:
A. any right to a hearing before an Adjudicator (as defined in FINRA Rule 9120(a)),

and any right of appeal to the NAC, the U.S. Securities and Exchange Commission, or the U.S.
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Court of Appeals, or any right otherwise to challenge or contest the validity of the Order issued,
if the Offer and the Order are accepted;

B. any right to claim bias or prejudgment by the Chief Hearing Officer, Hearing
Officer, a hearing panel or, if applicable, an extended hearing panel, a panelist on a hearing
panel, or, if applicable, an extended hearing panel, the General Counsel, the NAC, or any
member of the NAC; and

C. any right to claim a violation by any person or body of the ex parte prohibitions of
FINRA Rule 9143, or the separation of functions prohibitions of FINRA Rule 9144, in
connection with such person’s or body’s participation in discussions regarding the terms and
conditions of the Offer and the Order or other consideration of the Offer and Order, including
acceptance or rejection of such Offer and Order.

VL

Respondent understands that:

A. the Order will become part of Respondent’s permanent disciplinary record and
may be considered in any future actions brought by FINRA or any other regulator against
Respondent;

B. the Order will be made available through FINRA’s public disclosure program in
response to public inquiries about Respondent’s disciplinary record;

C. FINRA may make a public announcement concerning this agreement and the
subject matter thereof in accordance with FINRA Rule 8313; and

D. Respondent may not take any action or make or permit to be made any public
statement, including in regulatory filings or otherwise, denying, directly or indirectly, any

allegation in the Amended Complaint as amended herein or create the impression that the
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Amended Complaint as amended herein is without factual basis. Respondent may not take any
position in any proceeding brought by or on behalf of FINRA, or to which FINRA is a party, that
is inconsistent with any allegation in the Amended Complaint as amended herein. Nothing in
this provision affects Respondent’s: (i) testimonial obligations; or (ii) right to take legal or

factual positions in litigation or other legal proceedings in which FINRA is not a party.
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Respondent certifies that he has read and understands all of the provisions of this Offer
and kas been given a full opportunity to ask questions about it; that he has agreed to its
provisions voluntarily; and that no offer, threat, inducement or promise of any kind or nature,

other than the terms set forth herein, has been made to induce him to submit it.

y-A9-13 /L[ / / /74/6,

Date MicHKael James Blake

Roger W. Hailt

Counsel for Respondent

Buchalter, Nemer, A Professional Corporation
16433 North Scottsdale Road, Suite 440
Scottsdale. AZ 85254-1754

Direct Dial: (480) 383-1845

Direct Fax: (480) 383-1602

Email: rhall@buchalter.com
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ELECTION OF PAYMENT FORM

Respondent intends to pay the fine set forth in the attached Offer of Settlement by the
following method (check one):
A personal, business or bank check for the full amount;
. ‘Wire transfer:
N _ . |
}{ Credit card authorization for the full amount; * or
Y

The installment payment plan (only if approved by FINRA staff and the Office of
Disciplinary Affairs). :

Respectfully submitted,

- N 5{ ? f’f} f

Date Michael J. Bg,éke

' You may pay a fine of $50,000.00 ot less using a credit card. Only Mastercard. Visa and American Express are
accepted for payment by credit card. 1fthis option.is chosen, the appropriate forms will be-mailed to you, with
an invoice, by FINRA’s Finance Department. Do not include your credit card number on this form.

e

Theinstalliment payment plan is'only.available for fines‘of $5.000 or more. Certain interest payments,
minimum initial and monthly payments. and other requirements-apply. You must discuss these terms with the
FINRA staff prior to requesting this metliod of payment.
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16435 North Scottsdale Road, Suite 440
: Scottsdale, AZ 852541754

FROM: ;
4600 S Syracuse Slreet, Suite 1400
Denver, (60] 80237 . ‘

DATE: September9 2013

RE Oﬂ;‘cr of Settlement in Dlsclphnary Proceedmg No. 201 0021710501

, Please be advued that the Oﬁ'er of Setﬂement your chent submitted in the above-referenced matter has
. beenaccepted by FINRA’s National Adjudxcatory Council NAC) Review Subcommittee, or by the
- Office of Dlscxphnary Affairs on behalf of the NAC, pursuant to FINRA Rule 9270. Enclosed isthe
Order Accepnng your: Oﬁ‘er of Settlement. o

Your client is again remmded of his obhgatlon, if c\mently registered, to update immediately his Form

‘U4 (Uniform Application for Securities Industry Registration or Transfer) to reflect the conclusion of

this disciplinary action. Additionally, he must also nonfy Fl'NRA in wnung of mny change of addressor .
other changes reqmred 1o be made to his Form U4 s

You will be notified by the Reglslratlon and Dlsclomn'e Department regardmg sancuons and by the
Finance Deparhnent regarding the payment of any fine. -

‘ If you have any quesuons concerning this matter, please call the undersigned at (303) 446-3111.

Helen G. Barnhill 4
Senior Regional Counsel

Enclosure




FINANCIAL INDUSTRY REGULATORY A_UTHORITY:
OFFICE OF HEARING‘ OFFICERS .

, DISCIPLNARYPROCEBDNG
- No. 2010021710501 “““

Complainant, =
- Heanng Ofﬁcer :MC
Michael James Blake (CRD No. 2022161),

Respondent. ' Date: September 9; 2013 .

Disciplinary Proceeding No. 2010021710501 was ﬁled on MarchZI 2013 and amended -
on August 27, 2013, by the Department of Enforcement of the Fmanclal Industry Regulatory .
Authority (FINRA) (Complainant). Respondent Michael James Blake submitted an Offer of L
Settlement (Offer) to Complainant dated August 29,2013’. Pursuant to FINRA Rule 9270(¢), the
Complainant and the N&tional Adjudicatory Co@dl'mAQ, a RevIeW Subccmmittee of the
NAC, or the Office of Disciplinary Affmrs (ODA) have accepted the uncontested Offer I
Accordingly, this Order now is issued pursuant to FINRA Rule 9270(¢)(3). 'I’he ﬁndmgs -
conclusions and sanctions set forth in this Order are those stated in the Oﬂ'er as accepted by the .
Complmam and ke v e
Under the terms of the Offer, Respondent has consented, without admitting or denying
the allegations of the Amended Compleint as amended by the Offer of Settlement, and sclely foc
the purposes of this proceeding and any other proceeding brought by or on behalf of FINRA, ork

to which FINRA is a party, to the entry of findings and vmlauons consistent with the allegatlons




= of the Amended Complaxnt as amended by the Offer of Settlement, and to the 1mposmon of the

o sancnons set forth below, and fully understands that th1s Order will become part of Respondent’s

permanent drscrphnary record and may be conmdered in any future actions brought by FINRA.

BACKGROUND
The Respondent entered the secuntles mdustry in or about December 1989 as an

assoc1ated person of ELA, a FINRA member. He became registered with that firm (whrch had

since changed its name to AX) as an Investment Company and Variable Contracts Products

, ‘Representattve and Prmcxpal m February 1990 and January 1996, respecnvely, asa General »

‘ Sectmnes Representauve in June 1999 and as a General Securities Principal in December 1999.

On November 1 2002, the Respondent became registered wrth FINRA member firm

Carillon Investments,_Inc. »_(‘_‘Canllon”) in each of the foregoing capacities. Respondent’s

 association with Carillon ceased on or about June, 2006 when these same registrations were

transferred to Amentas Investment Corporation (“Ameritas”).
On March 28, 2013, after the original Complaint in this matter was filed, the

Respondent’s registration with Ameritas was terminated by means of a Form US stating the

reason for termmauon as other” and explaining that Respondent had retlred from the an
- Subsequently, on May 23 2013 he became reglstered as an Investment Company and Vanable
- Contracts Products Re_presentanve and Principal and as a General Securities Representative

 through Mid Atlénﬁc Capital Corporation. Under Article V, Section 2 of FINRA’s By-Laws,

FINRA had jurisdiction to file this action because, at the time the original Complaint was issued,
he was regrstered and associated wrth Ameritas, a FINRA member; further, both the original and

the Amended Complaint charge him with misconduct committed while he was registered or

f associated with Ameritas and Carillon, also FINRA member firms.




As alleged i in the Amended Complamt, as amended herem, Respondent engaged in the

followmg acts, or falled to act as follows

investment contracts, mthout providing prior written notlce to his firms of hlS proposed roles in

the transactlons Asaresult of the foregomg, the Respondent vxolated NASD Conduct Rules

3040 and 2110

On numerous forms, Respondent mlsled h13 employmg member ﬁrms regardmg his
involvement in the foregoing private secunnes n'ansacnons and his panlclpatlon in the outmde

‘business actmty through wlnch the transactlons were eﬁ‘ected, in vxolatlon of NASD Conduct

~ Rule 2110 and FINRA Rule 2010.

Finally, Respondent failed to disclose e'sepa;ate, related outside biislness activity to his." .

employing member firm, in violation of NASD Conduct Rules 3030vand' 2110 and FINRA Rule

~ FIRST CAUSE OF ACTION -
Selling Away (Private Securities T ransactlons) rrrrrrr
(NASD Conduct Rules 3040 and 2110)

In or about April 2002, the Respondent formed an LLC so that he and three ﬁ-lends could

pool funds to invest in commercial real estate pro;ects. In October 2002 the Respondent nonﬁed




Chlef Comphance Ofﬁcm'

By the summer of 2007, the LLC’s size and scope had expanded beyond the several

~ individuals who initially formed the: en’aty, in that appro:nmately twenty-five mdmduals who
were not members of the LLC had prov1ded funds to the LL.C to make investments in real estate
development projects tbrough the LLC ‘None of these md1v1duals signed a membersh1p
agreement with the LLC and the LLC’s Operaung Agreement was never amended to reﬂect the

» addltxon of new members

~ Between approximately February 2006 and June 2007, the LLC invested approximately

‘$’3,‘200,0004in real estate properties being developed by GC,a real estate development enterprise

organized as a limited liability company. The invested funds were provided by twenty-eight
investors as follows: six pefsons invested $250,000 in Deﬁelopment 1 between August and
November 2006; three persons mvested $200,000 i in Development 2 in October and November

2006 and twenty~tbree persons mvested appro:nmately $2,755,000 in Development 3 between




- February 2006 and J‘une 2007 (co]lecnvely, the “LLC ‘Investmenm”) Twelve of these ir

prepamuonofScheduleKl forms , '~ :"i?%‘ff

The Respondent completed Amentas Annual Comphance Questtonnatres - \,’; ‘ o

In each ofthe Questzonna:res, the Respondent answered “yes” when aslced 1fhe understood he
; wasnotpexmxttedto commmglehtsﬁmds mthachent’sf\mds andthathewasnotto accepta_ |
client’s check made payable to him or any entntyxor person assoclated \w1th hxm forasecunt:es «

transaction. Even after answering “yes” to these quesuons on September 18 2006 the ‘

” Respondent commued to accept checks made payable o the LLC and in October and November -

2006, he commmgled his ﬁmds with chent’s funds in the LLC’s bank account.

Each LLC Investment mvolved the purchase ofa secunty in the form of an int}est:neht

contract. Each entity in which an LLC Investment was made was a common enterpnse in whxch

investor fumds were pooled. The investors i retums were to be denved wholly ﬁ‘om the efforts of

the LLC Investment enﬁty and its manager, GC.

Respondent effected the LLC Investments outside the regular cbtn'se and scope of his

employment with Canllon and Amentas Therefore, the t‘ansactxons are pnvate secunttes -

transactxons




» As a result of the foregomg, the Respondent paruc1pated in  private securities transactlons

w1thout provxdmg to Ammtas and Canl.lon pnor wntten nouce in the form required by NASD
Conduct Rule 3040, as requn'ed by NASD Rule 3040([7) He therefore violated NASD Conduct

Rules 3040 and 21 10.
' SEC’ON]) CAUSEOFACTION
(Prowdmg False Informanon to Member Firm Employer and 0m1tnng to Correct
Inaccurate Information) ,

(NASD Rule 2110 and FINRA Rule 2010)
As noted above, the Respondent completed Questionnaires on September 18, 2006,
October 1, 2007 July 31,2008 and June 28, 2009 In each of the Questlonnmres he falsely

answered “no” when asked ifhe had engaged in pnvate secunues transaenons

'Ihe Respondem d1d dlsclose the LLCasan outsxde busmess in OBA Forms on August
31, 2003 September 8 2004 March 14, 2005 and October 1, 2007. However the Respondent
did not dxsclose the LLC as an outmde busmess in OBA Forms which he completed on

September 18 2006 and July 31, 2008 inquiring into all of hls outside business activities.

The size, scope and activity of the LLC changed significantly after Respondent’s initial

disclosure in 2002 that he and four fnends had formed an entity to invest in commercial real

estate, By 2007 the LLC had become an mvestment ve}ncle for apprommately 25 other



mdmduals to pool funds for mvestments in vanous real estate development prejeets ‘ ‘"d

msleadmg Respondent did not amend or update the out31de busmess dlsclosure concernmg the

LLC at any time.

By provxdmg false and meomplete mformahon on comphance queshonnmres and by
_ failing to update and correct h1s outsxde busmess dlsclosure, as desenbed above, R:spondent

. misled Amentas By msleadmg the ﬁnn, the Respondent depnved his employer of mfonnauon '

that could have resulted in the detection of his parucxpauon in pnvate secuntles transactxons,

notwnhstandmg his failure to make an aﬁrmatlve disclosure in the Quesuonnanes

By provxdmg false and misleading mformat:on to Amentas :ﬁ'om September 2006
through December 14, 2008, Respondent violated NASD Conduct Rule 21 10 By prowdmg
false and misleading information to Ameritas ﬁ'om December 15 2008 through June 28 2009
Respondent violated FINRA Rule 2010.

THRODCavsEoFACTION
Outside Busmess Activities—Failure to Comply with Rule Requn'ements
(NASD Conduct Rules 3030 and 2110 and FINRA Rule 2010)
Respondent caused a second limited habxhty company to be created and to be

incorporated in Arizona on or about November 29, 2006 (“LLC II”) Respondent was the .

Managmg Member of LLC I, owmng twenty percent or more of the busmess LLC II was set
up so that any investments made after Development 3 would be made through that entity instead
of the first LLC. Respondent closed LLC II in or about November 2010. The Respondent failed ’

 to provide Ameritas with any notice at all, including written notice, of LLC II.




 As'to conduct oceurring from November 29, 2006 through December 14, 2008, the

 Respondent’s flure to provide prompt written notice of LLC IT to Ameritas violated NASD

Conduct Rules 3030 and 2110. Asto conduct occurring from December 15 2008 through
November 30 201 0 the Respondent’s failure to provxde pnor written notice of LLC II to

Amentas violated NASD Conduct Rule 3030 and FINRA Rule 2010

Based on the foregomg, Respondent violated NASD Conduct Rules 3040, 3030 and 2110

‘ andFINRARule 2010 ‘

Based on these conmderatxons, the sanctions hereby mposed by the acceptance of the
Oﬁ'er are in the pubhc interest, are sufﬁclently remedial to deter Respondent from any future
mlsconduct, and represent a proper discharge by FINRA, of its regulatory responsibility under
the Securities Exchange Act of 1934,
‘ \ | SANCTIONS »
Ttis crdered that Respondent be suspended ffom associating with any FINRA member

_firm in all capacities for one-year and fined $10,000.

Respondent aérees»fo pay the monetary sanction upcn notice that the Offer has been
b.ccepted and that such payments are due and payable. Respondent has submitted an Election of

Payment form showing the method by which he proposes to pay the fine imposed.




Slgned on behalf of the - B
Dn'ector of ODA, by delegated authonty

. 4600S. Syracuse St., Suite 1400 V
Denver, CO 80237
Phone: (303) 446-3111

Fex Nmnber (303) 445-3150




FINRA

- No. 2010021710501

Michael J, Blake

| et _ CERTIFICATE OF SERVICE
- CRDNo.2022161 =~ e

Date; ' September 9, 2013

I hereby cerufy that on Monday, September 9, 2013, 1 caused a copy of the foregomg Notice of

,‘ Acceptmce of Oft‘er of Settlement and Order Aecepung Offer of Settlement to be sent by First -
class, Certified mail and E-mail fo Respondent’s attorney Roger W. Hall, Esq Buchalter Nemer,
; 16435 North Scottsdale Road, Suite 440, Scottsdale, AZ 85254-1754 (rhall@buchalter com), and

:to FINRA Ofﬁce of Hearing Ofﬁcers, 1735 K. Street, NW, 2° Floor, Washington, DC 20006
(’OHQCangﬂmgs@‘.ﬂnra.org}).

Senior Regional Counsel

FINRA, District 3A - Denver

4600 S. Syracuse Street, Suite 1400
Denver, CO 80237




Registrations with Current Employers

Individual CRD#: 2022161
Firm CRD #: 109771

Individual Name: BLAKE, MICHAEL J
Firm Name : MID ATLANTIC FINANCIAL MANAGEMENT, INC.

‘Employment Start Date :10/02/2013
Regulatory Authority Registration Filing Date Status Date Registration Status Approval Date

Category
AZ RA 10/02/2013 10/02/2013 PENDING




From: Michael Blake

Sent: Wednesday, October 02, 2013 10:21 AM
To: Julie Ann Brown

Subject: RE: MAFM (RIA) Registration

Julie Ann
Here you go.
Thank you
Michael

From: Julie Ann Brown [mailto:jbrown@macg.com)
Sent: Wednesday, October 02, 2013 10:08 AM

To: Michael Blake

Cc: Tim Brown

Subject: MAFM (RIA) Registration

Hi Michael,

As we discussed, please sign the attached form and send it back to my attention. Upon receipt | will
register you with MAFM and in the state of Arizona (pending approval). At that time, | will also
withdraw your Arizona registration under MACC (BD).

Let me know if you have any questions.

Regards,
Julie Ann

Julie Ann Brown

Licensing & Registration Administrator
Mid Atlantic Capital Corporation

Mid Atlantic Financial Management, Inc.
LPA insurance Agency, Inc.

180 Promenade Circle, Ste. 220
Sacramento, CA 95834

Phone: 916-286-7843

Fax: 916-286-7860

www.macg.com

Securities offered through Mid Atlantic Capital Corporation, member FINRA/SIPC. Advisory services offered through
Mid Atlantic Financial Management, Inc., a registered investment adviser. Trust services offered through Mid Atlantic
Trust Company, a non-depository trust company.

NOTICE: This email communication including all attachments transmitted with it may contain confidential information
intended solely for the use of the addressee. If the reader or recipient of this communication is not the intended
recipient, or you believe that you have received this communication in error, please notify the sender immediately by
return email or by telephone at 412-391-7077 and PROMPTLY delete this email including all attachments without
reading them or saving them in any manner. The unauthorized use, dissemination, distribution, or reproduction of this
email, including attachments is strictly prohibited and may be unlawful.
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THE COMMERCIAL REAL ESTATE BUBBLE

Apam J. LEvITIN* AND SusaN M. WACHTER**

ABSTRACT

Two parallel real estate bubbles é?&érged in the United States between 2004
and 2008, one in residential real estate, the other in commercial real estate. The
residential real estate bubble has received a great deal of popular, scholarly,
and policy attention. The commercial real estate bubble, in contrast, has largely
been ignored.

This Article shows that the commercial real estate price bubble was accom-
panied by a change in the source of commercial real estate financing. Starting
around 1998, securitization became an increasingly significant part of commer-
cial real estate financing. The commercial mortgage securitization market un-
derwent a major shift in 2004, however, as the traditional buyers of
subordinated commercial real estate debt were outbid by collateralized debt ob-
ligations (CDOs). Sawvy, sophisticated, experienced commercial mortgage
securitization investors were replaced by investors who merely wanted “prod-
uct” to securitize. The result was a decline in underwriting standards in com-
mercial mortgage backed securities (CMBS).

The commercial real estate bubble holds important lessons for understand-
ing the residential real estate bubble. Unlike the residential market, there is
almost no government involvement in commercial real estate. The existence of
the parallel commercial real estate bubble presents a strong challenge to expla-
nations of the residential bubble that focus on government affordable housing
policy, the Community Reinvestment Act, and the role of Fannie Mae and Fred-

die Mac.
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sity of Pennsylvania
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Double, double toil and trouble

Fire burn, and cauldron bubble.
Macbeth, Act 4, sc. 1, 10-11

INTRODUCTION

Two parallel real estate price bubbles emerged in the United States be-
tween 2004 and 2008, one in residentjal real estate, the other in commercial
real estate.! The residential real estate price bubble has attracted a great deal
of popular, scholarly, and policy attention.? In contrast, the commercial real
estate price bubble and bust have been largely ignored. This Article is the
first attempt at a comparative analysis between the commercial real estate
price bubble and the residential real estate price bubble.

! Regarding the dating of the bubble, see Adam J. Levitin & Susan M. Wachter, Explain-
ing the Housing Bubble, 100 Geo. L.J. 1177, 120608 (2012). Also, see Figure 1 for more
information.

2 See, e.g., Fin. Crisis Inquiry CoMmN, THE RINANCIAL CRisis INQUIRY ReporT (2011);
Taomas SoweLL, Tue Housing Boom anp Bust (2010); VIRAL V. ACHARYA ET AL., GUAR-
ANTEED TO FAIL: FANNIE MAE, FREDDIE MAC, AND THE DEBACLE OF MORTGAGE FINANCE
(2011); James R. BARTH ET AL., THE RisE anD FaLL oF THE U.S. MORTGAGE AND CREDIT
MarkeTs (2009); WiLLiaM A.GRETCHEN MORGENSON & JosHUA ROSNER, RECKLESS ENDAN-
GERMENT: How Qurtsizep AMBITION, GREED, AND CORRUPTION LED TO EcONOMIC ARMAGED-
DON (2011); WiLLiam A. Frey, WAY Too Bic To Fai: How GOVERNMENT AND PRIVATE
InpusTRY CAN BuiLp A FaiL-SAFE MORTGAGE SystEM (Isaac M. Gradman ed., 2011); Ros-
ERT M. HArRDAWAY, THE GREAT AMERICAN HoOUSING BUBBLE: THE RoaD To COLLAPSE
(2011); MicHAeL Lewis, THE Bic SHORT: INSIDE THE DooMspAY MacHINE (2011); Apam
MicHAELsON, THE FORECLOSURE OF AMERICA: THE INSIDE STORY OF THE RiSE AND FALL oF
CouNTRYWIDE HOME LOANS, THE MORTGAGE CRISIS, AND THE DEFAULT OF THE AMERICAN
Dream (2009); BETHANY MCcLEAN & JoE Nocera, ALL THE DiviLs ArRe Here: Tue Hioben
History oF THE FINANCIAL Crisis (2011); GRETCHEN MORGENSON & JosHUA RosNER, RECK-
LESs ENDANGERMENT: How Ourtsizep Amsrrion, Greep, AND CorruptiON LED TO EcCo-
Nomic ARMAGEDDON (2011); LAWRENCE RoBERTS, THE GREAT HousING BuBBLE: WHY DIp
House Prices Farr? (2008); Rosert J. SuiLLer, TueE SuBprRIME Sorution: How Tobay’s
GroBaL FINANCIAL Crisis HAPPENED, AND WHAT TO Do ABout IT (2008); MARK ZANDI,
FinaNcIAL SHock: A 360° Look AT THE SUBPRIME MORTGAGE ImpLOSION, AND How TO
Avom THE NexT FiNnaNciAL Crisis (2009).
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FiGure 1. COMMERCIAL AND RESIDENTIAL REAL ESTATE BUBBLES?
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We show that the commercial real estate price bubble was accompanied
by a change in the source of commercial real estate financing. Specifically, a
“bubble” in commercial mortgage-backed securities (CMBS) accompanied
the commercial real estate price bubble. The majority of commercial real
estate (CRE) lending has always been financed by loans retained on banks’
portfolios.* Beginning around 1998, however, a new financing channel for
CRE was developing: commercial real estate securitization.* Commercial
mortgage securitization involves the pooling of CRE mortgages into an en-
tity that funds the mortgages by issuing debt securities known as CMBS.¢

CMBS are almost always tranched for credit risk,” meaning that credit
losses are allocated in a senior-subordinate structure, with investors in the

3 8&P/Case-Shiller Home Price Index Composite 10, CSXR-SA, S&P Dow JonEes
Inpices, http://www.standardandpoors.com/indices/articles/en/us/?articleType=XL.S&assetID
=1245214507706 (last visited Feb. 8, 2013) (providing the residential real estate price index);
Moody’s/RCA CPPI, National All-Property, available for download at http://www.rcanalytics.
com/Public/rca_indices.aspx (last visited Feb. 8, 2013) (providing the commercial real estate
price index).

“Bp. oF GOVERNORS OF THE FED. RESerVE Svs., FLow oF FUNDS ACCOUNTS OF THE
Unrrep STATES — Z.1, HisToriCAL DATA, OUTSTANDING—UNADIUSTED (IN MILLIONS OF DOL-~
LARS), t. L.220 (2012), available at http://www federalreserve.gov/releases/zl/current/z1.pdf
[hereinafter FLows oF Funps Accounts HistoricaL DATA OuTSTANDING UNADIUSTED].

3 See Fep. RESERVE Bp. & Sec. & ExcH. CoMM'N, REPORT To CONGRESS ON MARKETS
FOR SMALL-BUSINESS AND COMMERCIAL-MORTGAGE-RELATED SECURITIES 2 (1998), available
at http://www federalreserve.gov/boarddocs/rptcongress/markets.pdf.

6 See Nicola Cetorelli & Stavos Peristiani, The Role of Banks in Asset Securitization, Fep.
REserVE Bp. N.Y. Econ. PoL’y REv., July 2012, at 47, 4849,

71d. at 49. Some GSE multifamily CMBS are tranched for credit risk, with the GSEs
guaranteeing some tranches, but not others. See, e.g., Multifamily K Series Certificates, FRED-
DIE Mac, http://www.freddiemac.com/mbs/html/product/kcerts.html (last visited Dec. 6,



http://www.standardandpoors.com/indices/pe=XLS&assetID
http://www.rcanalytics
http://www.federalreserve.gov/releases/zl/current/zl
http://www.freddiemac.com/mbs/hWproduct/kcerts.html
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subordinated tranches of the securities taking losses before investors in the
senior tranches.® Thus, the first loss credit risk in a CRE securitization rests
on the purchasers of the subordinated tranches of debt. The junior-most sub-
ordinated tranche is known as the “B-piece,” and B-piece investors receive
diligence and control rights that other investors do not.?

The sale of the subordinated debt tranches is critical for a CMBS deal.
It is comparatively easy to find buyers for the higher-grade senior debt, but
unless the subordinated debt can also be sold, the deal’s economics cannot
work. The subordinated debt is essentially the “equity” that is then lever-
aged by the senior debt. Thus, a small subordinated debt investment trans-
lates into a much larger CMBS investment in CRE.

Prior to 2004, there was a relatively small cohort of extremely sophisti-
cated and experienced subordinated debt investors and the CMBS market
remained limited in size.!® These subordinated debt investors exerted signifi-
cant control over the credit risk in deals," and their willingness to assume
the first loss credit risk functioned as a market regulator of credit risk in the
CRE market.

Beginning in 2004, however, the traditional subordinated debt investors
began to be outbid by collateralized debt obligations (CDOs). The CDO
packagers were not particularly concerned or experienced with CRE credit
risk. Instead, they wanted “product” to securitize (in CDOs) and sell. As the
savvy, sophisticated traditional B-piece investors were bid out of the market,
there was a decline in underwriting standards in commercial real estate as
supply rose to meet investor demand for investment-grade rated fixed-in-
come products.!?

If CMBS are underpriced, it could result in a temporary glut of financ-
ing that would enable CRE prices to be bid up beyond the level sustainable
by long-run fundamentals. CMBS, however, are not the entirety of the CRE
market, and this makes it difficult to state the effect of the CMBS price
bubble on the CRE market. Although the percentage of CRE funded by
CMBS grew during the bubble, the majority of CRE has been, and continues
to be, funded by bank portfolio lending. Bank portfolio CRE lending grew in
parallel with CMBS. Therefore, we do not argue that the CRE price bubble
was caused by the CMBS bubble.

2012). This is different from the typical GSE MBS in which the GSEs hold all of the credit
risk and investors hold the interest rate risk.

8 See Certorelli & Peristiani, supra note 6, at 49.

® See Andrew V. Petersen, The Emergence of Subordinated Debt Structures in European
CMBS, in COMMERCIAL MORTAGE-BACKED SECURITISATION: DEVELOPMENTS IN THE EURO-
pPEAN CMBS MARrkET 147, 154 (Andrew V. Peterson ed., 2006).

1° See Brian DiDonato, High-Yield Debt: Expanded Opportunities for Investors 3 (Inst.
Fiduciary Educ. Paper 2006), http://www.kaahlsfiles.com/thesis/thesis%20papers/3%20Low/
IFE%20High%20Yield%20Debt%20Paper.pdf.

" See id.

12 See JaMES D. GRANT, MR. MARKET MISCALCULATES: THE BUBBLE YEARS AND BEYOND
184-92 (2008).
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While the contemporaneous rise of the CMBS bubble and the CRE
price bubble are hard to explain other than through a causal connéction, we
cannot prove that such a connection exists. We recognize that other factors
might have contributed to the CRE price bubble, including structured fi-
nance in general, such as the use of collateralized loan obligations (CLOs) to
support bank portfolio lending. Yet at the same time, we know that the resi-
dential real estate bubble was caused primarily by a financing glut from
private-label residential mortgage-backed securities.'? Thus, rather than ar-
guing that the CMBS was the cause of the CRE bubble, we suggest that it
likely contributed to the CRE bubble.

The closely synchronous parallels between the CRE and residential real
estate (RRE) bubbles present a conundrum. Despite some shared fundamen-
tals (and market overlap in the area of multi-family residential housing),
CRE and RRE have historically been separate markets.!s Thus, theories of
the RRE bubble that point to government intervention in the housing market
as the source of the bubble, be it through the Community Reinvestment Act
or through affordable housing goals for Fannie Mae and Freddie Mac (the
government-sponsored enterprises or GSE),'¢ founder on the CRE bubble.
There is almost no government involvement in the CRE market, yet a paral-
lel bubble emerged.

The CRE bubble has yet to attract significant scholarly interest. A pair
of recent law review articles have discussed what should be done to revital-
ize the CRE or commercial mortgage securitization markets,!” but they do
not explore the sources of the bubble (which in turn compromises attempts
to prescribe market fixes). The most extensive exploration of the CRE bub-
ble, a Congressional Oversight Panel (COP) report, concluded that “faulty”
and “dramatically weakened” underwriting standards resulted in “riskier”
commercial real estate loans during the mid-2000s.'® Professor Tanya Marsh,

13 Levitin & Wachter, supra note 1.

4 There is insufficient data to test that point. The data are not available for the most
obvious test—an examination of the relative CRE price increases in markets in which CMBS
played a more or less prominent financing role.

15 See Looking For Income? Consider REITs, FipeLity (Feb. 29, 2012), https://www.fideli
ty.com/viewpoints/reits-tale-two-markets.

18 See, e.g., Peter J. Wallison, Dissenting Statement, in THE FiINanciaL Crisis INQUIRY
REePORT, at 443, 44445 (Fin. Crisis Inquiry Comm’n eds., 2011).

17 See Tanya D. Marsh, Too Big to Fail vs. Too Small to Notice: Addressing the Commer-
cial Real Estate Debt Crisis, 63 ALa. L. Rev. 321, 380-82 (2012) (discussing policies that
could be adopted to address the commercial real estate debt crises); see also Robert A. Brown,
Financial Reform and the Subsidization of Sophisticated Investors’ Ignorance in Securitization
Markets, 7 N.Y.U. J.L. & Bus. 105, 117-121 (2010) (arguing that CMBS deal structures pro-
vided CMBS investors significantly greater protections than RMBS investors and that CMBS
investors have fared better as a result).

18 See, CONG. OVERSIGHT PANEL, FEBRUARY OVERSIGHT REPORT: COMMERCIAL REAL Es-
TATE LosseEs AND THE Risk To FiNanciaL StasiLiry 20, 27-28 (2010), available at http://
cybercemetery.unt.edu/archive/cop/20110402035627/http://cop.senate.gov/documents/cop-021
110-report.pdf. Professor Levitin served as Special Counsel to the Congressional Oversight
Panel, but had only tangential involvement with this report.
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however, has argued that the COP report “assumes too much,” as its pri-
mary evidence are surveys of senior loan officers, which do not provide the
granular evidence necessary to conclude that underwriting standards were
substantially weakened.!® Instead, Marsh argues that research needs to ex-
amine debt service covenant ratios, reserves, and loan covenants.?

A trio of focused studies by real estate economists Timothy J. Rid-
diough and Jun Zhu,?' Richard Stanton and Nancy Wallace,? and Andrew
Cohen® have all separately explored the role of credit rating agencies in the
CMBS bubble. While we do not disagree with their assertions of debased
CMBS credit ratings in the lead up to the financial crisis, these papers and
the literature in general have missed a major institutional market structure
shift. In this Article, we explain this shift, which has important implications
for the CMBS market going forward.

This Article begins by explaining the differences in the financing of
RRE and CRE in Part I. It then turns in Part II to a discussion of the changes
in CRE financing and the institutional structure of the CMBS market during
the bubble, and in Part III to the decline in CMBS underwriting. Part IV
considers alternative explanations of the CMBS bubble. Part V considers
why the private-label CRE securitization market has returned, whereas the
private-label RRE securitization market remains moribund. Our final section
concludes.

I. ResibENnTIAL AND COMMERCIAL REAL ESTATE FINANCING

Real estate is the world’s largest asset class, and real estate investment
is typically leveraged. Real estate investors use leverage to boost returns, but
also because the purchase and improvement of real estate is a capital-inten-
sive endeavor and investors often do not wish to tie up their liquidity in a
single, illiquid asset. Thus, borrowing is at the heart of the real estate market,
and real estate borrowing is almost always secured with mortgages on the
real estate.

While there are many common characteristics to all real estate lending,
there are important distinctions between residential and commercial real es-
tate finance. First, any financing must look at the source of repayment. This
varies significantly between RRE and CRE.

1% Tanya D. Marsh, Understanding the Commercial Real Estate Debt Crisis, 1 HArv. Bus.
L. Rev. OnuNE 33, 37 (2011).

207d.

2 See Timothy J. Riddiough & Jun Zhu, Shopping, Relationships, and Influence In the
Market for Credit Ratings (Nov. 2009) (unpublished manuscript), available at http://merage.
uci.edu/ResearchAndCenters/CRE/Resources/Documents/03%20Riddiough%20CreditRatings
Game_11-09.pdf.

22 See Richard Stanton & Nancy Wallace, CMBS Subordination, Ratings Inflation, and the
Crisis of 2007-2009 (Nat’l Bureau of Econ. Research, Working Paper No. 16206, 2010).

2 See Andrew Cohen, Rating Shopping in the CMBS Market (Oct. 2011) (unpublished
manuscript), http://www.federalreserve.gov/events/conferences/201 1/rsr/papers/Cohen.pdf.
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In the U.S., RRE loans are frequently non-recourse as either a de jure
or a de facto matter. This means that the lender is looking first to voluntary
payments from the borrower’s income and other assets as a source of repay-
ment, but ultimately to the property itself. If the borrower cannot or will not
pay the mortgage loan, then the lender’s recovery in foreclosure will be the
property’s value minus transaction costs. Accordingly, RRE underwriting fo-
cuses on various debt-to-income (DTI) ratios—ratios that measure the abil-
ity of the borrower to service the debt from current income—and the loan-
to-value (LTV) ratio—which measures the ability of the property itself as a
source of repayment.

CRE loans are almost always nonrecourse, and often made to single-
purpose entities formed specifically to hold the real estate, although they are
sometimes supported by guarantees from third parties, including personal
guarantees from the property owner. The repayment source for CRE loans
differs, however, from RRE loans. CRE loans are for income-producing
properties, whereas RRE loans (other than loans to small landlords with 1-4
family properties) are not for income-producing properties.?* This Article
does not consider the financing of multi-family properties (defined as hous-
ing more than five families); although securities backed by multi-family
properties are considered CMBS, they are a separate and distinct submarket
with a different cast of institutional players.

Thus, whereas voluntary payments on RRE loans come first from the
personal income and assets of the owner unrelated to the property, a CRE
loan is typically financed based on the rents from the property. In the case of
a loan made to a single-purpose entity borrower that is merely a shell hold-
ing company for the real estate, there is no income unrelated to rents from
the property. This means that a CRE lender is concerned not just about DTI
and LTV ratios for its underwriting, but also about the debt service coverage
ratio (DSCR)—the ratio of rents from the property to mortgage payments.

Nonrecourse RRE and CRE lending has an implicit “put option” for
the borrower included in the loan. The borrower may satisfy the debt by
surrendering the property to the lender. This is the equivalent of a “put op-
tion” to repurchase the loan, with the strike price being the value of the
property. The option is only “in the money” if the property is worth less
than the amount owed on the loan (the LTV>100%), meaning that the prop-
erty is “upside down” or “underwater” or that there is “negative equity.”

Different factors may mitigate against strategic use of this put option in
RRE and CRE. In the RRE context, the property being the borrower’s resi-
dence as well as an investment serves as a major deterrent against exercising
the “put option” through “jingle mail” or “strategic default.” Residential
real estate is both an investment and a consumable, and the transaction costs
combined with idiosyncratic preferences for particular residences serve as

24 See Charles C. Tu & Mark J. Eppli, Term Default, Balloon Risk, and Credit Risk in
Commercial Mortgages, J. Fixep INcoME, Dec. 2003, at 42.
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strong counterweights to strategic default.”> RRE borrowers also benefit
from the fact that mortgage interest on some RRE loans is tax deductible up
to $1,000,000.2 Additionally, consumer credit reporting acts as a disincen-
tive for strategically defaulting in the residential context.?” For CRE, con-
sumption value is rarely a factor (although sometimes CRE borrowers will
use the CRE themselves), but personal or third party guarantees may serve
as a disincentive to strategically default.

Not only do the repayment sources and use of properties vary between
RRE and CRE, but so too does financing. RRE loans tend to be much
smaller than CRE loans since the value of a residence is typically less than
for an office building, for example. A typical RRE loan is for $200,000,
while CRE loans start in the millions and can be for tens of millions or even
more for unusual marquee properties. The larger size of CRE loans means
that there is greater credit risk exposure on any single property, which af-
fects CMBS securitization structures, as explained below in Part II.

Furthermore, lenders’ exposure to interest rate risk differs between RRE
and CRE. RRE loans tend to have longer terms than CRE loans. Whereas
RRE loans are often for terms of 15-30 years, the standard CRE loan has a
10-year term,?® and longer CRE loans are uncommon. RRE loans are typi-
cally fully amortized, while CRE loans are rarely fully amortized.? CRE
loans are either interest-only, with a balloon payment of principal upon ma-
turity or are partially amortized with an amortization period longer than the
term of the loan, such as a “10/25,” which has a 10-year term and a 25-year
amortization, meaning that there is a balloon payment of part of the principal
due at maturity.*® Although a sinking fund can be used to accumulate princi-
pal for the balloon payment, CRE loans are often intended to be rolled over
or refinanced when their terms expire.

In the U.S., RRE loans can usually be easily refinanced or prepaid be-
cause they are commonly fixed-rate loans with no prepayment penalties.
This means that for most RRE loans, the lender bears the interest rate risk. If
rates go up, the lender is stuck holding a below-market rate asset. If rates go
down, the borrower will refinance into a market rate product.

25 Strategic default (also known as “ruthless default”) means that the homeowner exer-
cises the “put option” implicit in a non-recourse mortgage by abandoning the property to the
lender when the put option becomes “in the money” because the loan is “underwater” mean-
ing that the property securing the loan is worth less than the unpaid balance on the loan.

2626 U.S.C. § 163(h)(ii) (2006) (permitting tax deduction of interest paid on home mort-
gages of up to $1 million).

27 Credit Reports and Credit Scores, Bp. oF GOVERNORS OF THE FeD. RESERVE Sys., hitp:/
~www federalreserve.gov/creditreports/ (last visited Feb. 5, 2013).

28 See Sheridan Titman, Stathis Tompaidis & Sergey Tsyplakov, Determinants of Credit
Spreads in Commercial Mortgages, 33 REaL EstaTe Econ. 711, 717 (2005).

» See Tu & Eppli, supra note 24, at 42-43.

1.
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CRE loans are also usually fixed-rate loans,? but CRE loans typically
have some sort of prepayment penalty,® yield maintenance clause,* lock-out
provision,* or defeasance term* that prevents or discourages refinancing if
interest rates fall. Moreover, the relatively short term of CRE loans reduces
interest rate risk. Thus, CRE lenders have much less exposure to interest rate
risk than RRE lenders. They may end up holding an asset with a below-
market rate, but they will not lose their above-market rate assets to refinanc-
ing. As we explain in Part II below, this means that CMBS securitization
structures are focused solely on credit risk.

Residential loans are financed primarily through securitization. 62% of
residential mortgages by dollar volume are securitized,’ but securitization
rates have been above 80% in recent years.”” Even this figure understates the
importance of securitization for RRE finance, as it includes “jumbo” loans
and second lien loans that do not qualify for purchase by government-spon-
sored entities or for FHA-insurance and therefore are securitized at substan-
tially lower rates.®

31 Andreas D. Christopoulos, Robert A. Jarrow & Yildiray Yildirim, Commercial Mort-
gage-Backed Securities (CMBS) and Market Efficiency with Respect to Costly Information, 36
ReAL EsTATE Econ. 441, 445 (2008).

32 [d. A prepayment penalty permits prepayment, but requires an additional penalty pay-
ment for prepaying.

33 A yield maintenance clause permits prepayment, but requires a prepayment penalty
such that the yield received to maturity by the lender is not affected.

34 A lock-out provision prohibits prepayment for a certain term.

- 35 Defeasance is a procedure for permitting the exchange of collateral. See Megan W.
Murray, Note, Prepayment Premiums: Contracting for Future Financial Stability in the Com-
mercial Lending Market, 96 Iowa L. Rev. 1037, 1053-54 (2011). In a typical defeasance
situation, the borrower wishes to sell the mortgaged property. Because of a due-on-sale clause
in the mortgage, this sale would trigger a prepayment. For Real Estate Mortgage Investment
Companies (REMICs) this presents a particular problem because any prepayment must be
distributed to the REMIC investors; it cannot be held and reinvested by the REMIC. See 26
U.S.C. § 860G(a)(5)-(6) (2006) (defining a REMIC “permitted investment” to include a
“cash flow investment” and then defining “cash flow investment” as “any investment of
amounts received under qualified mortgages for a temporary period before distribution to
holders of interests in the REMIC. . . .”) (emphasis added); see also 26 C.F.R. § 1.860G-
2(8)(g) (2006).

The REMIC tax rules, however, permit the borrower to substitute alternative collateral of
government securities for the real estate collateral if the mortgage documents permit such a
substitution. See 26 C.F.R. § 1.860G-2(a)(8)(ii)(A)~«D). The purpose is to facilitate a sale of
the property rather than to collateralize the REMIC with non-qualified property types, and the
defeasance occurs after two years from the REMIC’s start-up date. Id. Thus, the mortgage lien
on the real estate is cancelled, but the mortgage note remains outstanding and is paid through
the cash flow on government securities. For more on REMIC rules see infra note 51.

z: INSIDE MORTGAGE FINANCE, 2011 MORTGAGE MARKET STATISTICAL ANNUAL (2011).

Id.

% Id. The RRE financing market has been undergoing significant changes over the past
two decades. Prior to the 1990s, most RRE loans were held in portfolio by their originating
lenders, with a significant minority securitized through government-sponsored entities Fannie
Mae and Freddie Mac or the government agency Ginnie Mae (for FHA-insured and VA-guar-
anteed loans). See Patricia A. McCoy, Andrey D. Pavlov & Susan M. Wachter, Systemic Risk
Through Securitization: The Result of Deregulation and Regulatory Failure, 41 Conn. L. Rev.
493, 501-03 (2009). The Savings and Loan (S&L) crisis highlighted the interest rate risks for
depositories funding long-term, fixed-rate assets like mortgages through short-term, flighty
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The majority of CRE remains financed through portfolio lenders. Ap-
proximately 80% of CRE (excluding multifamily residential CRE) debt is
currently held in portfolio, rather than securitized.* Depositaries, particu-
larly commercial banks dominate the CRE market, holding roughly half of
all CRE debt.®* Life insurance companies also play a major role in CRE
portfolio lending, holding approximately 10% of CRE debt outstanding.*!
The GSEs hold significant CRE in their own portfolios, but it is exclusively
multi-family housing; they do not purchase mortgages backed by office, in-
dustrial, retail, or hospitality properties.

As Figure 2 shows, however, an increasingly large share of commercial
real estate debt is now financed through commercial mortgage backed secur-
ities (CMBS). The issuance of CMBS began gingerly with the Resolution
Trust Corporation’s efforts to dispose of the assets of failed thrifts.#? The
RTC began to securitize the failed S&Ls’ CRE portfolios in the mid-1990s.4
The success of the RTC securitizations showed that a market could work in
CMBS and soon private CMBS deals were being done.* By 2007, CMBS
accounted for 26% of CRE debt outstanding and 46% of CRE debt
originated in 2007.%

liabilities like deposits. Id. As interest rates rose in the late 1970s, S&Ls had to offer increas-
ingly high rates to their depositors. See Richard Green et al., Misaligned Incentives and Mort-
gage Lending in Asia 67 (Univ. of Pa. Law Sch. Inst. for Law & Econ., Research Paper No.
08-27, 2008), available at http://sstn.com/abstract=1287687#. Yet the S&Ls’ primary assets
were long-term, fixed-rate mortgages. Id. As a result, the S&Ls found themselves paying
higher rates than they were earning and were rapidly decapitalized. See McCoy et al., supra, at
540.

The mortgage market responded to the problem of rising interest rates in two ways. First,
adjustable-rate mortgages became more prevalent, particularly in light of regulatory changes
making it possible for federally-chartered banks and S&Ls to issue adjustable-rate obligations.
See id. at 502. Adjustable-rate mortgages, however, merely transfer interest rate risk from the
lender to the borrower, which limits their popularity with consumers because consumers are
ill-equipped to handle interest rate risk.

The second response was a shift in mortgage financing away from depositaries and toward
securitization. See id. at 495-96. Securitization of fixed-rate mortgages places the interest rate
risk on mortgage-backed securities investors, who are often better able to match asset and
liability durations than depositaries. Until the mid-1990s almost all residential mortgage
securitization was done by Fannie Mae, Freddie Mac, and Ginnie Mae; there was only a small
private-label securitization market in ultra-prime “jumbo” mortgages. See id. at 496-97. The
growth and profitability of the real estate securitization market in the 1980s and early 1990s,
however, encouraged the entry of private financial institutions, which focused on the riskier
subprime market.

* FrLows oF Funps Accounts HistoricaL DATA QUTSTANDING UNADIUSTED, supra note
4, at t. F.220.

0 rd,

“ad.

2 Andreas D. Christopoulos, Robert A. Jarrow & Yildiray Yildirim, Commercial Mort-
gage-Backed Securities (CMBS) and Market Efficiency with Respect to Costly Information, 36
ReaL Estate Econ. 441, 441 (2008).

“Id

44 See id.

5 FLows oF Funps Accounts HisToricAL DATA QUTSTANDING UNADJUSTED, supra note
4, at t. F.220.
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FIGURE 2. MARKET SHARE OF QUTSTANDING COMMERCIAL REAL ESTATE
Finaneing MuLTi-FAMILY EXCLUDED)
BY FINANCING CHANNEL*
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The properties supporting CMBS are much more geographically con-
centrated than those supporting RMBS. CMBS are backed by properties
from roughly sixty major urban markets—markets that are large enough to
provide sufficient comparable properties for appraisal purposes. Thus, for
these sixty or so markets, CMBS plays a proportionally greater financing
role, meaning that the above figures understate the importance of the CMBS
financing channel in certain markets. Publicly available market-specific data
on financing channels does not exist, but CMBS is focused on these larger
markets where information on factors like vacancy rates, market demand
(absorption rates) are available.

Also, unlike the RMBS market, the CMBS market is almost entirely
private-label securitization. (See Figures 3 and 4 below.) The sole CRE
securitized by the GSEs or guaranteed by Ginnie Mae are multi-family resi-
dences, and the GSEs and Ginnie Mae account for the majority of multi-
family-backed CMBS.# The CMBS market for other CRE property classes
such as industrial, retail, office, and hospitality, is financed solely by the
private market.

4 Jd. at t. L.220 (“Other” includes finance companies, nonfinancial corporate businesses,
and nonfarm noncorporate businesses, GSEs, pension plans, government, REITs, and finance
companies) (multi-family properties are excluded).

471d. at t. L.219 (multifamily mortgages).




94

Number of CMBS Deals

Annual CMBS Issuance ($ Billions)

Harvard Business Law Review [Vol. 3

FGure 3. NuMBER oF CMBS DEALS (INCLUDING MULTIFAMILY)

ANNUALLY*
200
180
160
140
120
100
80
60
40
20
0 = ‘ K
W\Dl\wc\oﬂ(\lm‘ﬁ'lﬂ\ol\wa\cv—'(\l(ﬁﬂ"ﬁ\DI\OOO\O'-‘N
Q000 WWANANDNDNANDNNDNDDNANANDNCSCOO S OO O = m o
[ B N~ T« I N W= W e e = N~ s s W= N S COC OO OO0
e e B T T e B B e B B T T o Y o B N TR o I N I o T ST SN I N T o S SN T oS TP AN
& Private CMBS BElGovernment/Agency CMBS
Ficure 4. ToraL. CMBS DoLLAR VOLUME ISSUANCE ANNUALLY
(INCLUDING MULTIFAMILY)®
$250.0
$200.0
$150.0
Nt
$100.0
$50.0 / .
= ‘;”i
$0.0 , : e =
2232282883 8808888883885882:=¢
DA DN AN N o O SO COC OO0 OO
THE e o e e e e e = A A AN AN AN AN NN AN .
B Private CMBS @Government/Agency CMBS

48 CMBS Database, COMMERCIAL MORTGAGE ALERT, http://www.cmalert.com/about_
cmbs.php.

“Id.
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CMBS are one of the simplest securitization structures, as they usually
feature no internal credit enhancements other than the senior-subordinate
structure of the tranches. Internal credit enhancements commonly found in
RMBS such as excess spread or over-collateralization are extremely rare in
CMBS.%®

The vast majority of CMBS is comprised of loans that are originated
with an eye toward securitization, known as “conduit” loans.>! Some loans

30 See Cohen, supra note 23.

51 CMBS are almost always structured for pass-through federal tax status as Real Estate
Mortgage Investment Conduits (REMICs). See 26 U.S.C. §§ 160-160G (2006). Accordingly,
CRE loans originated with an eye toward securitization are known as “conduit loans,” and
CRE lenders who intend to securitize the loans they make, rather than hold them in portfolio,
are known as “conduit lenders”. (A few CMBS have been structured as Financial Asset
Securitization Investment Trusts (FASITs), another type of pass-through federal tax structure,
authorization for which has since been repealed, in part because this structure never found
favor in CMBS or any other type of securitization.) See STEVE BERGSMAN, MAVERICK REAL
EstaTE FINaANCING: THE ART OF RAISING CAPITAL AND OWNING PrOPERTIES LIKE Ross,
SANDERS AND CAREY 49-51 (2006).

REMIC status means that the securitization vehicle (referred to as “the REMIC”) that elects
for REMIC treatment is generally not taxed on the income it collects from the loans it owns.
See ALstoN & Bmp LLP, REMIC Tax CoNCERNS SURROUNDING FORECLOSURES 2 (2012),
available at http://www.alston.com/Files/Publication/94d73e69-1d90-4357-ae25-56e43c20al
7b/Presentation/PublicationAttachment/6e513286-604a-41f4-9d2b-5713fecd83da/12-146%20
Tax%20Concerns%20Foreclosures.pdf. Instead, there is only a single level of taxation, on the
CMBS investors for the income they receive on the CMBS. The tax-advantaged REMIC status
is critical to the economics of CMBS; without pass-through tax status, the post-tax yields on
CMBS would be unappealingly low.

The structure of CMBS deals and indeed the underlying loans is heavily shaped by the need
to qualify for REMIC status. The REMIC rules place limits on how CMBS securities may be
structured, what the collateral in a CMBS deal may be, limits on the modification of the terms
of the collateral loans, and restrictions on when the tax-privileged vehicle may acquire and
dispose of property.

A REMIC may have only one class of “residual interests,” 26 U.S.C. § 860D(a)(2)—(3),
which means anything other type of interest than one which pays a specified principal amount,
26 U.S.C. §§ 860G(a)~(b), and the residual interest must pay out pro rata, 26 U.S.C.
§ 860D(a)(3). This restricts the ability to structure REMICs’ residual interests. REMIC status
does not mandate the use of a particular type of entity, and CMBS employ a variety of entities,
including corporations (with a mandatory independent director and unanimity requirement for
bankruptcy filing), limited partnerships (with an SPE as the general partner to avoid the risk of
dissolution upon the general partner’s bankruptcy under the Revised Uniform Limited Partner-
ship Act), limited liability companies (again with an SPE as a member) and trusts. See U.S.
CMBS Legal and Structured Finance Criteria: Special-Purpose Bankruptcy-Remote Entities,
StaNDARD & Poors (May 1, 2003), http://www.standardandpoors.com/prot/ratings/articles/en/
us/?articleType =HTML&assetID=1245319379077. This contrasts with RMBS, where the
trust form is almost always used. CMBS often eschews the trust form because of the desire to
have more active management involvement than is possible with a trust.

A REMIC’s assets must be principally secured by a real estate interest, 26 U.S.C.
§ 860D(a)(4), which IRS regulations have defined as being at 125% LTV or lower. 26 C.F.R.
§ 1.860G-2(a)(1) (capping value to loan ratios for REMIC eligible assets at 80%, which is
125% loan-to-value). These assets may include mortgages, deeds of trust or participation cer-
tificates in pools of mortgage pass-throughs. 26 C.F.R. § 1.860G-2(a)(5).

While not required by REMIC rules, CMBS conduit loans are almost always first-lien loans
(including credit tenant leases—Iloans secured by both the property and the rents from the
property’s tenants). While second liens are done in CRE financing, the more common form of
second lien financing is the mezzanine loan. A mezzanine loan is a loan secured not by the
property itself, but by the equity of the company that holds the equity interest in the property,
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in CMBS are not originated with securitization in mind; they were intended
to be portfolio loans that were subsequently securitized because the lender
had liquidity or regulatory capital needs or simply saw a favorable market
opportunity.”> While the percentage of deals with originated-for-securitiza-
tion (OFS?%) collateral has been above 70% since 1998, it increased between
2004 and 2008—the years of the bubble—to 90%. (See Figure 5.)

typically an LLC. Mark S. Fawer & Michael J. Waters, Mezzanine Loans and the Intercreditor
Agreement: Not Etched in Stone, REAL EstaTe FIN. J., Spring 2007, at 79, 80. The advantage
to this arrangement is that it permits much faster foreclosure, as the LLC interests are personal
and thus foreclosed on through Uniform Commercial Code (UCC) procedures, rather than
through real estate law. Id. at 81. A UCC foreclosure can occur in a matter of weeks, whereas a
real estate foreclosure may take months or years. See id. Mezzanine loans are typically used to
finance new construction, to fund the purchase of underperforming properties on the assump-
tion that higher occupancy rates and thus cash flows are possible, and as a means by which
equity-holders can cash out their equity in REMIC properties where prepayment is not feasible
because of penalties, yield maintenance, lockout, or defeasance clauses.

The basic idea behind a REMIC’s pass-through tax status is that the REMIC is a passive
holding shell for mortgages. Accordingly, REMICs are restricted in their ability to acquire,
modify and dispose of mortgages. REMICs must acquire their assets on or within 3 months of
their startup date, meaning the date on which the REMIC issues its securities, 26 U.S.C.
§ 860G(a)(3), (9) (defining “qualified mortgage” and “startup date”), unless the asset is a
“qualified replacement mortgage” which much be received within 2 years of the REMIC’s
startup date. 26 U.S.C. § 860G(a)(4). This prevents REMICs from acting as mortgage invest-
ment firms. (See also Murray, supra note 35, on defeasance restrictions for REMICs.) Simi-
larly, REMICs are subject to a punitive 100% tax on all net income from prohibited
transactions, which includes any disposal of a mortgage not “incident to the foreclosure, de-
fault, or imminent default of the mortgage.” 26 U.S.C. § 860F(a)(2)(A)(ii). Likewise, REMICs
are restricted in their ability to modify mortgages without the modification being treated as a
prohibited transaction, subject to the punitive taxation. 26 C.F.R. § 1.860G-2(b). A major ex-
ception is for modification of mortgages where the “[c]hanges in the terms of the obligation
[are] occasioned by default or a reasonably foreseeable default.” 26 C.F.R. § 1.860G-
2(b)(3)(®.

Conduit lenders do hold some risk on the CMBS loans. First, they have warehouse risk,
meaning that they are exposed to the performance of the loan between the time of origination
and the time of securitization. If the market freezes or it is not possible to securitize the loan
for some reason, the conduit lender will be forced to retain the loan. This can be particularly
problematic for conduit lenders that funded the loan using a warchouse line of credit; the
inability to sell the loan into the securitization market means that the conduit lender cannot
repay its warehouse line of credit and will see its financing costs increase.

Conduit lenders also hold risk on the loans they securitize in the form of the representations
and warranties they make about the loans in the securitization process. If the representations
and warranties are violated, the conduit lender may be required to repurchase the loan from the
securitization pool, which place both a liquidity strain on the conduit lender and exposes the
conduit lender to the loan’s performance going forward.

2 The original CMBS securitizations by the Resolution Trust Corporation all involved
loans that had originally been in the portfolios of failed banks.

%3 For more information on OFS collateral in CMBS, see Xudong An, Yongheng Deng &
Stuart A. Gabriel, Asymmetric Information, Adverse Selection and the Pricing of CMBS
28-29 (Jan. 29, 2010) (unpublished manuscript), available at http://merage.uci.edu/Research
AndCenters/CRE/Resources/Documents/01-%20Gabriel- An-Deng %20Asymmetric%20Paper.
pdf (finding that OFS loans are priced to include a “lemons discount™).
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FIGURE 5. PERCENTAGE oF CMBS DEALS WiTH ORIGINATED-FOR-
SEcURITIZATION (OFS) COLLATERAL**
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II. TuE CHANGE IN CMBS MARKET STRUCTURE

There was a dramatic growth in the CMBS market in the decade from
1998 to 2007.55 During this decade, the CMBS market not only grew in size;
it also witnessed a dramatic change in the identity of its participants.

FiGURE 6. MARKET SHARE OF OUTSTANDING COMMERCIAL REAL ESTATE
FinaNcING BY FINANCING CHANNEL
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3¢ CMBS Database, supra note 48 (authors’ calculation).

35 See Figure 6, infra.

56 FLows oF Funps Accounts HisToricAL DATA OUTSTANDING UNADIUSTED, supra note
4, at L. 220 (commercial mortgages). “Other” includes finance companies, nonfinancial
corporate businesses, and nonfarm non-corporate businesses, GSEs, pension plans,
government, REITs, and finance companies. Multi-family properties are excluded.
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Historically, CMBS were focused on credit risk because CMBS are
prone to idiosyncratic default risk—the risk of major loss because of a small
number of loan defaults.” In contrast to RMBS, CMBS pools feature small
numbers of loans with large balances.”® Whereas an RMBS issuance will be
backed by a pool of thousands of properties, a CMBS pool will be backed by
dozens or hundreds or sometimes even a single property.® Therefore, in a
CMBS pool, the relative importance of any particular property’s perform-
ance is much greater than in an RMBS pool, where idiosyncratic default risk
is largely eliminated through diversification.

CMBS’s concern about credit risk has resulted in a very different deal
structure than in RMBS. A CMBS deal is divided into two parts, an “A-
piece” and a “B-piece.”® The A-piece consists of the investment-grade
tranches, whereas the B-piece consists of the subordinated, non-investment-
grade tranches.®! Because credit risk is concentrated on the B-piece, CMBS
deals provide special rights and protections to B-piece investors, beginning
in the origination process.®?

After a pool of commercial real estate mortgages is created, the CMBS
deal sponsor presents the pool to rating agencies to get a sense of what the
rating will be given particular structures and credit enhancements.%® Next the
pool is presented for bidding to B-piece investors.* The winning bidder per-
forms additional diligence on the pool.55 As the result of the diligence, the B-
piece investor will sometime insist on “kickouts”—the removal of particular

T CMBS Pricing, Trepp, http://www.trepp.com/templ_a.cgi?whichTrepp=m&cmbs_
product=pricing (“In the RMBS universe, credit concerns are dwarfed by interest rate risk
considerations. In the CMBS universe, however, the opposite is true. Credit risk dominates the
analytical process in CMBS as interest rate sensitivity, while still relevant, is of secondary
concern.”). RMBS investors have historically been more focused on interest rate risk, which is
a much smaller concern for CMBS investors. CMBS have little prepayment risk because most
CRE loans have prepayment penalties, yield maintenance, or defeasance provisions that make
refinancing impractical. See FrRANK J. FaBozzi, Fixep INcoME ANaLYsIs 300 (2nd ed. 2007).
Instead, their prepayment characteristics are similar to corporate bonds. Id.

38 Patrick Corcoran & Joshua Phillips, Floating Rate Commercial Mortgage-Backed Se-
curities, CMBS WorLp, Summer 2000, at 14, 15.

% The median (mean) number of properties in a U.S.-denominated CMBS deal with US
collateral is 99 (130), and the median (mean) number of loans of is 53 (119) with median
(mean) loan size of $6.62 million ($6.19 million). CMBS Database, supra note 48 (authors’
calculations). The typical US residential mortgage loan is for about $200,000. Id.

0 See Kenneth J. Cusick, Understanding CMBS: A Borrower’s Handbook, Cusick FINAN-
ciaL 3 (2009), available at http://www.cusickfinancial.com/Borrower’s%20CMBS%20Hand
book.pdf.

61 See id.

62 See Larry Cordell & Adam J. Levitin, What RMBS Servicing Can Learn from CMBS
Servicing (Geo. Law & Econ. Research Paper, 2010), available at http://ssrn.com/abstract=
1640326.

83 CW Capital Investments, The Evolution of the CMBS Market, Powerpoint Slides for a
presentation at the CRE Annual Convention, Maui, Hawaii, slide 11 (October 23-26, 2006),
http:é{‘www.cre.org/images/events/hawaii_06/presentations/hawaii_Oé_silva.ppt.

1d
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loans from the pool.% Once negotiations with the B-piece investor are final-
ized, the deal is presented to the rating agencies for rating, and once the
bonds are rated, the prospectus for the investment grade (A-piece) is circu-
lated to investors.®’

Before 2004, there were only a small number of B-piece investors. This
meant that they could exert significant market power and insist on kickouts
for any properties with which they were uncomfortable. Kickouts are expen-
sive for CMBS deal sponsors, typically investment banks that are borrowing
money on warehouse lines from commercial banks to finance the purchase
of CRE loans that they are pooling for securitization. If a property is kicked
out of a deal, the deal sponsor will have to continue to hold that property
itself, which means the sponsor is left financing a lemon. The risk of kick-
outs thus led CMBS deal sponsors to be careful in their selection of proper-
ties for pools, which meant that riskier CRE ventures did not get securitized.
Because riskier ventures were consigned to balance sheet lending, under-
writing standards retained discipline. The strength of subordinate lenders in
the CMBS market kept underwriting standards in check.%®

This market equilibrium changed in 2004, as the B-piece market dra-
matically expanded with the maturation of the CDO market for CRE.®’ As a
real estate investment trust (REIT) noted in a 2004 letter to investors:

The flurry of new entrants and the emergence of improved CDO
technology have dramatically changed the dynamics of B-Piece
acquisition. The norm for a B-Piece investor has changed from a
buy-and-hold mentality to a CDO warehouse mentality. Many B-
Piece investors are aggressively pursuing product with the intent
of aggregating it for resale in the form of a CDO. This factor has
changed the focus on subordination levels, credit quality, and re-
quired yields from appropriate long-term risk-return balancing
from a real estate perspective to that of short-term stability until
CDO execution. Between the high CDO proceeds (and don’t forget
who is buying those bonds) and the fees from special servicing and

6 Id.

7 Id.

8 See The Evolution of Commercial Real Estate (CRE) CDOs, Nomura Fixep In-
coMme Res. (Jan. 4, 2006), http://www securitization.net/pdf/Nomura/CRE-CDO_4Jan06.pdf
(“Subordinate lenders often exercise great influence on the fortune of troubled CRE loans, and
the involvement of commercial real estate experts also benefits other CDO investors.”).

6 See id. at 1. CRE CDOs had existed since 1999. Id. Originally they were created to
provide “long-term, non-mark-to-market financing for CMBS B-piece buyers.” See id.
(“Since the early days, the primary motivation of CRE CDOs has been the financing needs of
B-piece buyers and special servicers, who have extensive experience in the commercial real
estate market.”). The first CRE CDOs were liquidity provision mechanisms for B-piece buy-
ers, not a source of market demand for CRE assets in their own right. The line between provid-
ing spot liquidity and becoming a liquidity spigot for the entire market is a fine one, however.
Put differently, too much liquidity is no longer liquidity—it’s a credit bubble bath.
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asset management, the B-Piece investors have very low basis in
their interests—no investment at risk.”

CDOs represented not only a problem of non-expert CRE investors entering
the market, but also a separate agency problem, in that the incentives of
CDO managers do not track those of CDO investors.” Agency problems are

70 ARCap, REIT, Inc. An Open Letter to Investment Grade Investors: Buyer Beware 1,2
The B-Piece 1 (Oct. 2004) (on file with the Harvard Business Law Review).

71 CDO managers are compensated through two separate management fees, a senior and a
subordinated fee. See Douglas J. Lucas, Laurie Goodman & Frank Fabozzi, Collateralized
Debr Obligations and Credit Risk Transfer 7, (Yale Int’l Ctr. For Fin., Working Paper No.
07-06, 2007), http://sstn.com/abstract=997276. The senior fee is paid at the top of the cash
flow waterfall, before any of the investors in the CDO receive payment. See id. The subordi-
nated fee is paid after all of the investors other than the “equity tranche” are paid. See id. It is
the junior most “debt” tranche in the CDO. See id. The subordinated fee portion is typically
twice the size of the senior fee¢ portion. Manual Arrive & Pablo Mazzini, Outlook on the CLO
Manager Landscape: Features of the Survivors, THE HepGe Funp J. (Oct. 2008), http://www.
thehedgefundjournal.com/magazine/2008 10/research/outlook-on-the-clo-manager-landscape-.
php. (in Europe the term CLO (collateralized loan obligation) is often used for CDO, rather
than in its American usage which denotes a securitization of corporate loans).

The fees are based on assets under management, but because of their structuring, the subor-
dinated fee depends on both assets under management and the CDO’s performance; if the CDO
performs poorly, the subordinated fee will be too far down in the cash flow waterfall to receive
a recovery. The belief was that keeping the majority of CDO manager compensation in a
subordinated fee would align the CDO manager’s incentives with those of the CDO investors.
Rick WATSON & JEREMY CARTER, ASSET SECURITISATION AND SYNTHETIC STRUCTURES: INNO-
VATIONS IN THE EUROPEAN CreDpIT MARKETS 189 (2006).

In fact, this fee structure encourages CDO managers to (1) maximize assets under manage-
ment and (2) maximize the short-term return on those assets, even at the expense of long-term
performance. While the senior/subordinate structure of CDO managers’ fees has some resem-
blance to that of B-piece investor/special servicers for commercial mortgage-backed securities,
it does not fully align the CDO manager’s interests with those of investors, the way a “horizon-
tal” tranche that would take a pro rata recovery on all assets in the CDO would do. First, if the
CDO manager’s fee level is high enough, the CDO manager may be content leaving money on
the table in the form of the subordinated tranche; the CDO manager may be making enough
money from the senior fee, that income from the subordinated tranche is irrelevant. This ap-
pears to have been the case with the infamous CDO manager Wing Chau, memorably de-
scribed in Michael Lewis’ The Big Short. See Lewis, supra note 2, at 138-43.

Second, this structure does not compensate the CDO manager based on the ultimate per-
formance-to-maturity of the CDO. Instead, like hedge fund managers, the CDO manager is
compensated based on short-term performance. The result is a replication of the dynamics of
the bonus-pool reward system and its “fake alpha” problem, with compensation based on
short-term excess returns, rather than long-term performance. The CDO manager’s fees are
paid from both interest and principal payments received by the CDO. Many assets held by
CDOs have balloon payment structures, so that in the initial years of the CDO, the assets will
be making only interest payments, not principal payments. See CORNERSTONE RESEARCH,
CoMmMERCIAL REAL EsTATE: Is ANoTHER Crisis Looming? 7 (2010), available at http:/fwww.
cornerstone.com/files/upload/Cornerstone_Research_Commercial_Real_Estate.pdf. The CDO
manager’s fees, however, have senior and subordinate status in both interest and principal
payment waterfalls.

This structure incentivizes CDO managers to load up on high-risk, high-return assets. While
many of these assets will eventually default, the defauits will not all happen at the beginning of
the CDO’s life. This means that for a while, at least, the interest payments received by the
CDO will be quite high, so there will be cash flows to cover the subordinated fee. As defaults
rise, the subordinated fee may become out-of-the-money, but it may not matter. Unlike inves-
tors, CDO managers do not necessarily have any principal invested in the CDO. Thus, any
income is in essence “gravy.” The CDO manager may have some reputation connected with
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endemic to all securitization. They also exist in bank lending. But the essen-
tial problem with the entry of the CDOs into the CRE market was not the
agency problem, but the information and expertise problem. Agency
problems merely exacerbated the expertise and information problems.

The result of the expansion of the B-piece market was increasing li-
quidity in CRE lending. This was accompanied by deterioration in under-
writing standards, as CRE loan originators became agents for securitization
conduits, eager to increase volume and without skin in the game. Thus, the
same REIT letter to investors observed that by 2004:

Competition among lenders [in the commercial real estate market]
is so fierce that borrowers can dictate terms that fly in the face of
accepted credit standards. High loan proceeds, low debt service
coverage requirements, aggressive property valuations, limited or
no reserve requirements, substantial interest-only periods and
other similarly aggressive loan terms are increasingly prevalent in
conduit transactions. Combined with the non-recourse nature of
conduit lending, these terms make it possible for a borrower to
purchase and finance a property with little or no equity, strip cash
flow for an extended period of time while the property performs,
and then “put” the property back to the CMBS trust if the property
fails to perform. Between the high loan proceeds and the immedi-
ate cash flow, borrowers often have absolute no equity in a prop-
erty—no investment at risk.”

Structured finance attorneys Stuart Goldstein and Angus Duncan also ob-
served the same phenomenon:

As competition for commercial real estate product has grown,
firms have found themselves chasing loans in the US that did not
neatly fit into the CMBS ‘box.” We have seen the emergence of
mezzanine loans, B notes, B participations and preferred equity as
means of offering mortgage loan borrowers increased leverage.
Originators of this collateral and investors in the B pieces of con-
duit securitizations wanted to be able to securitise this product, but
the rules relating to CMBS would not permit it.”

CDOs offered the solution for securitizing nontraditional CRE collateral.”

the CDO, but reputational constraints may be irrelevant if the CDO manager can make enough
money in a short time. Put differently, the structure of CDO manager compensation enables
one to “get rich quick” and then retire, leaving the CDO investors to hold the bag.

2 ARCap, supra note 70. .

73 Stuart Goldstein & Angus Duncan, The Developing Global Market for CRE CDOS, ISR
CDO SurpLeMmeNT (March 2007), http://www.cadwalader.com/assets/article/030107Duncan
GoldsteinlSR.pdf.

™ CDOs also contributed to the growth in portfolio lending, as they purchased not only
CMBS, but also various junior interests in real estate such as B-notes, mezzanine loans, and
the like. As Jonathan Shlis has noted:
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By 2004, however, the CRE CDO market had begun to change and
with it the leverage that traditional B-piece buyers had over quality of
CMBS underwriting declined. As the CRE CDO market expanded, a new
class of B-piece buyers emerged. These new buyers were primarily conduit
buyers, looking to repackage the B-pieces they purchased into CRE CDOs.
As intermediaries, rather than end-investors, these new B-piece buyers were
not particularly concerned about credit risk and lacked the long-standing
CRE experience of traditional B-piece buyers. Not surprisingly, underwrit-
ing standards deteriorated.

Because it was now much easier for CMBS sponsors to sell the B-piece
of deals, CMBS volume boomed along with CRE CDO volume. (See
Figures 7 and 8, below.) CRE CDOs nearly tripled in volume from 2004 to
2005 and CRE CDO volume was nearly a fifth of the total CMBS market.
Moreover, existing CRE CDOs and CDOs were also resecuritized, creating
an investment cocktail with unique “complexity and high leverage.”” The
expansion of CMBS relative to CDOs was essentially a leveraging of CDO
investment in the B-piece with AAA-rated senior tranche investment. Thus a
dollar in CDO investment in a CMBS B-piece translated into substantially
more dollars in CMBS financing of CRE, and a dollar in CDO investment
translated into yet more dollars in CMBS financing of CRE. Thus, a small
expansion of the B-piece market meant a much larger expansion of credit for
CMBS and thus for CRE.

Prior to 2004/2005, CRE CDOs were terra incognita—and deservedly so—to most
commercial real estate borrowers. Before those dates, CRE CDOs almost always
were comprised solely of REIT debt, and, importantly, unrated and below-invest-
ment-grade rated CMBS tranches known as first loss pieces (“B-Piece”), providing
long term financing to B-Piece buyers, thereby adding liquidity and providing a de-
gree of risk sharing to the CMBS process. But in 2004, B-Notes [subordinated mort-
gage notes], mezzanine loans [loans made to LLC development companies that own
the equity in real estate developments], credit tenant leases, loans and debt-like pre-
ferred equity were included with B-Pieces and REIT debt in CRE CDOs. And then
in 2005, first mortgage commercial real estate loans—“whole loans”—started be-
coming collateral assets in CRE CDOs [meaning that whole loans were going di-
rectly into CDOs, rather than into CMBS].

Jonathan Shils, Managed CRE CDO v. CMBS: Is One Better For A Borrower?, THE AMm. L.
InsT. ConTiNUING LEGAL Epucation Group, http:/files.ali-aba.org/thumbs/datastorage/
skoob/articles/TAB16-Shils_thumb.pdf.

75 Nomura, supra note 68.
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Ficure 7. CMBS anp CRE CDO IssuaNce VOLUME™
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76 COMMERCIAL MORTG. SEC. Assoc.; COMMERCIAL MTG ALERT, SumMMaRY oF CDS
IssUANCE, available at http://www.cmalert.com/ranking.php?rid=319; INSIDE MORTGAGE
FINANCE, 2010 MORTGAGE MARKET STATISTICAL ANNUAL (2010).

77 CMBS Database, supra note 48 (authors’ calculations). Curiously, while aggregate
annual deal amounts increased significantly during the bubble, the number of deals was static;
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The development of the “new breed of CRE CDOs” created “added
complexity in analyzing exposures to the commercial real estate sector that
involve multiple layers of pooling and tranching”™ Accordingly, Nomura
Fixed Income Research observed in 2006, that “Unfortunately, it is not clear
at present if the rating agencies and market participants fully appreciate the
implications of structural characteristics in different CRE assets [CRE,
CMBS, CRE CDOs, and CRE CDQs].””

II. Tuae UNpERPRICING OF Risk 1IN THE CMBS MARKET

As with RMBS, CMBS underwriting standards declined noticeably
from 2004 to 2007. This can be measured through observable loan character-
istics.®® Loan structures were changing as interest-only loans became in-
creasingly common, rising from 47% of CMBS loans in 2004 to 86% in
2007.3! This meant that there was decreasing protection from balloon risk at
the loan level and less build of subordination at the deal level; with an amor-
tizing loan, subordination levels increase as principal is paid off on the loan,
making the senior tranches safer over time.

Stated DSCRs also began to decline in 2004.%82 The true extent of this
decline may not be observable because of changes in how DSCRs were cal-
culated. During this period, so-called “pro forma” loans emerged in CRE.
Pro forma loans were the CRE equivalent of NINJA (no income, no job, no
assets) loans in the RRE market. Pro forma loans calculated the DSCR are
based on prospective rents, including leases anticipated, but not in-place and
future rent increases, rather than leases in hand.®? In other words, pro forma
loans’ DSCRs were solely aspirational. Thus, the decline in DSCR might
well have been more pronounced than stated numbers show.

Stated, observable LTVs remained steady during this period.®* How-
ever, the presence of steady L'TVs in a period with inflated asset prices actu-
ally indicates declining underwriting standards; if asset prices are inflated,

in other words, the average deal size increased significantly, rather than the number of deals.
To some degree, of course, this reflects CRE price inflation from the bubble.

78 Nomura, supra note 68.

" Id.

80 Beyond these observable factors, we cannot rule out the existence of other, non-observ-
able changes in the underwriting of CMBS.

81 Bill Pollert, fnvestors Strike Shuts Down Credit Markets 16, 18 (Feb. 1, 2008), http:/
warrington.ufl.edu/graduate/academics/msf/docs/speakers/presentation_WPollert1.pdf; see
also Joseph Gyourko, Understanding Commercial Real Estate: Just How Different from Hous-
ing Is It? 28 (Nat’] Bureau of Econ. Research, Working Paper No. 14708, 2009), available at
http://www.nber.org/papers/w14708 (between 2003 and 2007, the fraction of conduit loans
with partial or full IO periods went from 10% to 90%).

82 Stanton & Wallace, supra note 22, at 8.

8 Gyourko, supra note 81, at 6, 29 (citing $40 billion in pro forma loans in market); see
also Richard Stanton & Nancy Wallace, CMBS Subordination, Ratings Inflation, and Regula-
tory-Capital Arbitrage (Aug. 6, 2012), http:/faculty.haas.berkeley.edu/stanton/papers/pdf/
cmbx.pdf (recognizing that pro forma underwriting might debase DSCRs).

8 Stanton & Wallace, supra note 22, at 8.
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steady underwriting standards would require declining LTVs. If so, then a
lack of volatility in CMBS pricing would indicate not steady underwriting
standards, but declining underwriting standards because the pricing would
have held steady while risk increased.

The rating agencies themselves seemed to understand that underwriting
quality was declining. CMBS ratings involve the credit rating agency taking
the loan-level data given to it by the CMBS deal sponsor and re-underwrit-
ing the loans based on what the rating agency believes are the stable cash
flows, which produce a new “stressed LTV” and “stressed DSCR.”® If one
looks at the rating agencies’ stressed LTV ratios, those ratios actually in-
creased and stressed DSCRs fell.’ (See Figures 9 and 10)

FiGURE 9. DEcLINE IN CMBS UNDERWRITING STANDARDS®’
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85 See Cohen, supra note 23, at 4, 16-17.

% See id.; see also Fig. 4 and 5, supra. Notably, these stressed LTVs and DSCRs were
available to investors in “pre-sale” reports from the ratings agencies. The disconnect between
the ratings and the analysis is an important topic beyond the scope of this Article.

87 Joseph N. Iadarola, Jr., The Opportunity for Investing in Commercial Mortgage Debt 4
(Babson Capital Management LLC Research Paper No. CRE3701_08/413, 2008), available at
http://www.babsoncapital.com/BabsonCapital/http/bestaticfiles/Research/file/The%200pportu
nity%20for%20Investing%20in%20Commercial%20Mortgage %20Debt.pdf.




106 Harvard Business Law Review [Vol. 3

Ficure 10. CMBS LTVs CoMmpParRED wiITH CMBS STRESSED LTV s
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It is remarkable that even as risk for CMBS investors was noticeably
increasing, the spreads between CMBS tranches and Treasuries narrowed.®
In other words, as risk increased, the risk premium on CMBS fell. This
means that CMBS prices (the risk premium) declined while CMBS volume
increased, indicating that the supply curve for the CMBS financing market
shifted to outwards (to the right), and that this shift was larger than any shift
in the demand curve. In other words, there was excessive demand for
CMBS, which meant that there was an oversupply of CMBS financing for
CRE, which pushed down CRE financing prices and thus enabled CRE bor-
rowers to take on more debt and thereby may have helped to bid up CRE
prices.

8 Mooby’s STRUCTURED FiN., US CMBS: Conpburr LoaN UNDERWRITING CONTINUES TO
SLIDE-CREDIT ENHANCEMENT INCREASE LIKELY 2 (Apr. 10, 2007), available at http://www.
mbaa.org/files/Conferences/2007/CREFAssetAdmin2007/ConduitloanUnderwriting.pdf.

# See Figure 11, infra.
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Ficure 11. AAA-RaTED CMBS YIELD SPREADS OVER MATURITY-
MATCHED TREASURIES®
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In other work, we have documented the same phenomenon with
RMBS.* With CMBS, as with RMBS, we believe the supply glut that re-
sulted in an increase in MBS volume even as risk premia declined was
caused first and foremost by the emergence of CDOs as major buyers of
MBS.

Historically, CMBS maintained discipline over underwriting standards
in a manner parallel to RMBS. CMBS’s reliance on subordinated debt inves-
tors to uphold underwriting standards is similar to reliance on Agencies for
underwriting standards; in both cases, the underwriting standards are being
upheld by a party in the first loss position on the MBS, as the Agencies hold
the credit risk on their MBS. In both cases, this discipline was unraveled: for
RMBS, it was the market’s shift to PLS (and the GSEs resulting competition

% CMBS data comes from the Commercial Mortgage Alert CMBS pricing database, an
extensive private subscription data source covering all commercial mortgage securitizations.
From the CMA Database, we removed all tranches with the following characteristics: (1) all
deals with non-US collateral, (2) all deals or tranches not denominated in dollars, (3) all deals
with Ginnie Mae or GSE issuers, (4) all deals with unidentified issuers, (5) all deals priced
after 2007, (6) all deals priced before 2000, (7) all deals with adjustable rate notes or mixed
fixed/adjustable notes, (8) all deals without ratings by at least one of Moody’s, S&P, or Fitch’s,
(9) all deals other than conduit or fusion (conduit and large loan) deals. This left us with a
sample of 1204 AAA tranches. We matched maturities with 1, 2, 3, 5, 7, 10, and 20-year
Treasuries as closely as possible and then calculated the spread using the “corporate bond
equivalent” coupon measure in the CMA database (converting coupons on CMBS into 360-
day semi-annually paid corporate bond equivalents), which is depicted in the graph. CMBS
Database, supra note 48 (authors’ calculations).

%1 See Levitin & Wachter, supra note 1, at 1203-06.
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for market share resulting in the equivalent of an insurer rate war), while for
CMBS, it was the dilution and bypassing of the small, skilled cadre of B-
piece investors by resecuritization. In both cases, underwriting standards
were arbitraged by a shifting of risk to a less disciplined market, and in both
cases the emergence of the CDO as a major class of buyer was critical. For
RMBS, the CDO enabled the expansion of the PLS market, which under-
mined the traditional underwriting discipline in the Agency market, while
for CMBS, the CDO undermined the traditional underwriting discipline
from the B-piece market.

IV. AvLTERNATIVE ExpLaNATIONS OF THE CMBS BUBBLE

To date no one has proposed an alternative theory of the CMBS bubble,
much less the CRE bubble. It is possible, however, to educe alternative theo-
ries from existing work, particularly that of real estate economists Timothy
J. Riddiough and Jun Zhu, Andrew Cohen, and Richard Stanton and Nancy
Wallace.”>? We emphasize that none of these authors present their work as
explaining either the CMBS bubble, and, therefore, we are not arguing with
their work. Instead, from their work it is possible to extrapolate theories of
the CMBS bubble.

Our point here is merely to show that such extrapolation is unwar-
ranted. Stanton & Wallace’s work points to important factors that contributed
to the CMBS bubble, but these factors alone were insufficient to create the
bubble. They were at most amplifying factors, rather than driving force be-
hind the bubble.

A. Credit Rating Inflation

Riddiough & Zhu, Stanton & Wallace, and Cohen have all commented
on declining CMBS subordination relative to ratings support.®* Subordina-
tion is the primary method of credit support in CMBS. From 1996 onwards
the level of subordination in CMBS has been declining relative to credit
rating,** a phenomenon these authors ascribe to competition among ratings
agencies for ratings business. Stanton & Wallace, in particular, argue that by
2005 the subordination levels had fallen too far to be justified, and that had
subordination levels stayed steady since 2000, there would have been no
losses to senior bonds in most CMBS deals.”> From this, one might reasona-
bly extrapolate that debased ratings resulted in an underpricing of risk in

92 See Riddiough & Zhu, supra note 21; Stanton & Wallace, supra note 22; Cohen, supra
note 23.

93 See Riddiough & Zhu, supra note 21; Stanton & Wallace, supra note 22; Cohen, supra
note 23.

9 See Stanton & Wallace, supra note 22, at 3—4 (figure 1).

% Id. at 3, 5.
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CMBS (from investors who rely on ratings), resulting in a glut of financing
for CMBS.

It is hard, however, to attribute the CMBS bubble to ratings inflation.
For starters, the decline in subordination levels required begins in 1996,
nearly a decade before the CMBS bubble emerges.* There were no sudden
declines in the subordination levels, but rather a steady descent from 1996 to
2005 at which point they remained largely static.”” Thus, it is hard to see a
temporal connection between ratings inflation and the CMBS bubble.

Ratings inflation may nevertheless have contributed to the CMBS bub-
ble. Inflated ratings based on declining subordination requirements meant
that it was possible to produce even more investment-grade CMBS with less
junk-grade CMBS by-product. As the non-investment-grade CMBS are the
harder securities to sell, the decreasing ratio of junk-grade to investment-
grade CMBS facilitated CRE securitization.

Nonetheless, it was still necessary to sell the lower-rated, junior securi-
ties. If the junior junk tranches of a securitization cannot be sold, the eco-
nomics of the deal simply do not work. If $500 million of CRE debt is
securitized, it is necessary to sell $500 million in CMBS.8 The interest flows
on the CRE will be reallocated according to tranching to compensate for the
relative credit risk, but the principal amount of the CMBS will closely or
exactly match that of the securitized CRE. Investors will not pay over face
value for CMBS, or if they do, it will be only marginally over face value, as
their upside is capped with a fixed-income investment. Therefore, unless
every tranche of a CMBS deal can be sold, the economics of CRE securitiza-
tion do not work. In this regard, securitization is much like hog farming: it is
only profitable to raise hogs (or so we are told) unless you can sell the ba-
con, chops, and hams as well as the snouts, tails, trotters, and
unmentionables.*

Lower subordination requirements meant that in any particular CMBS
deal the relative size of the junior tranches to the seniors was limited. But as
Figure 7, above, shows, the absolute size of CMBS deals and of the CMBS
market was expanding at an incredible rate during the CRE bubble period.
The net effect was that even with debased ratings, it was necessary for
CMBS deal sponsors to place in absolute terms many more dollars of junior
CMBS tranches. The key question, then, is how they did it. As we have seen,

% See Stanton & Wallace, supra note 22, at 4 (figure 1).

97 See id.

% If the CMBS are sold with an original issue discount or are overcollateralized, it is
possible to sell CMBS for something less than the aggregate face value of the CRE debt that
has been securitized.

% We owe this analogy to financial commentator Yves Smith (Susan Webber) who has
explained, “CDOs were originally devised as a way to dress up these junior layers [of MBS]
and make them palatable to a wider range of investors, just as unwanted piggie bits get ground
up with a little bit of the better cuts and a lot of spices and turned into sausage.” YVEs SMITH,
How UNENLIGHTENED SELF INTEREST UNDERMINED DEMOCRACY AND CORRUPTED CAPITAL-
1sM 247 (2010).
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the answer was the CRE CDO, which purchased the financial equivalent
snouts, tails, trotters, and unmentionables, ground them up with some spices
into the financial slurry known as a CDO and resold tranches of this slurry
as premium sausage (with the unsellable parts resecuritized yet again as
CDOs). Moreover, because the CRE CDOs did not exercise their kickout
rights as B-piece holders as vigorously as traditional B-piece investors, the
overall quality “hog” became a degenerate, ignoble beast, thereby reducing
the quality of both the “bacon” and the “sausage.”

B. Regulatory Capital Arbitrage

Stanton & Wallace also note that in 2002 the federal bank regulators
changed their risk-based capital weights for CMBS held as long-term invest-
ments and that this encouraged federally-regulated banks to securitize com-
mercial real estate and hold highly-rated CMBS tranches instead of whole
Joans.!® While Stanton & Wallace do not claim that the change in regulatory
capital requirements was responsible for the CMBS bubble, they argue that
these changes could have reduced “the incentive for rating agencies to ac-
quire information, in turn leading to rating inflation.”

We agree, but again do not think that regulatory capital arbitrage alone
explains the CMBS bubble. Instead, we believe that the changes in regula-
tory capital requirements made CDOs all the more indispensable as market
participants because without the CDOs the banks could not capitalize on the
change in regulatory capital requirements.

All banks are required to maintain a minimum ratio of total capital (af-
ter deductions) to risk-based assets of 8%.1% Prior to 2002, both commercial
real estate loans and CMBS of any rating had 100% risk-weightings for reg-
ulatory capital purposes.'®® This meant that for every $100 of CRE or
CMBS, banks had to hold roughly $8 in regulatory capital, thereby limiting
the banks’ leverage, by implying a maximum of $92 in liabilities for this $8
in capital.

In 2002, however, the federal bank regulators changed their risk-based
capital treatment of CMBS in the U.S. implementation of the 1988 Basel 1

100 Stanton & Wallace, supra note 22, at 36-39.

191 1d, at 36.

102 A]] citations provided are for the Office of the Comptroller of the Currency and thus
national banks. There are equivalent regulations for the Federal Reserve, 12 C.F.R. §§ 208,
app. A, t. 1, 225, app. A; FDIC, 12 C.F.R. § 325.3, 567, and the Office of Thrift Supervision.
12 C.FR. § 567.2.

See 12 U.S.C. § 3907(a)(2) (2006) (authorizing the OCC to set capital requirements for
national banks); 12 C.F.R. §3.6(a) (2001) (requiring risk-based capital requirements for na-
tional banks); 12 C.F.R. § 3, app. A § 1(b)(1) (2001) (8% ratio mandated after Dec. 31, 1992).

10312 C.F.R. §§ 3, app. A 4(a) (100% risk-weighting for all assets without specified risk-
weightings); 4(a)(4)(iii) (100% risk-weighting for any subordinated interests in securitizations)
(2001).
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Capital Accord.'®* Instead of 100% risk weighting, CMBS received different
risk-weightings depending on their credit rating.!® Thus, AAA-rated CMBS
received a 20% risk-weighting (equivalent to the risk-weighting of GSE-
securities),'% AA-rated CMBS received a 50% risk-weighting (equivalent to
the risk-weighting of whole-loan first-lien residential mortgages),'” with
BBB-and lower CMBS retaining a 100% risk-weighting.1%

This change made AAA- and AA-rated CMBS relatively more attrac-
tive investments for US banks, as $100.00 in AAA-rated CMBS now only
required $1.60 in regulatory capital, instead of $8.00, thereby enabling
greater leverage (and potentially higher returns for the banks’ equity hold-
ers). Similarly $100.00 in AA-rated CMBS now only required $4.00 in regu-
latory capital instead of $8.00. Stanton & Wallace calculate that by 2007,
this change in risk-weightings was saving US banks some $2.29 billion in
regulatory capital.!®

The 2002 changes not only reduced the risk-based capital requirements
for some CMBS, but they increased the risk-based capital requirements for
other CMBS. The 2002 changes increased the risk-based capital require-
ments for BB-rated CMBS, from 100% to 200%, meaning that banks would
have to hold $16.00 in capital for every $100.00 in BB-rated CMBS.!!
CMBS with a rating of B or lower were subjected to a dollar-for-dollar capi-
tal requirement,'"! meaning $100 of CMBS required $100 of risk-based capi-
tal; no leverage whatsoever was permitted on such investments.

The importance of these changes is that although the changes made
highly-rated CMBS more attractive to banks, the changes made lower-rated
CMBS much less attractive to banks. And, as we have seen, securitization is

104 §ee Risk-Based Capital Guidelines; Capital Adequacy Guidelines; Capital Mainte-
nance: Capital Treatment of Recourse, Direct Credit Substitutes and Residual Interests in Asset
Securitizations, 66 Fed. Reg. 59614 (Nov. 29, 2001). On the Basel capital accords generally,
see DaNiEL K. TARULLO, BANKING ON BASEL: THE FUTURE OF INTERNATIONAL FINANCIAL
ReGuLaTION (2008). The 2002 change was a U.S.-specific implementation change, and not a
change in the Basel Capital Accord.

10512 C.F.R. §3, app. A, § 4(d)(1), t. B. (traded positions), 4(d)(2) (non-traded positions)
(2002).

196 12 C.F.R. §3, app. A § 3(a)(2)(vi) (20% risk-weighting for GSE securities); 3(a)(2)(vii)
(20% risk-weighting for GSE-guaranteed securities, for example, MBS) (2002).

19712 C.F.R. § 3, app. A § (a)(3)(iv) (50% risk-weighting for first-lien single family mort-
gages conforming to various underwriting requirements); 3(a)(3)(v) (50% risk weighting for
first-lien multifamily mortgages conforming to various underwriting requirements); 3(a)(3)(vi)
(50% risk-weighting for non-tranched, that is, pass-through, private-label MBS if the underly-
ing mortgages would qualify for 50% risk-weighting) (2012).

108 12 C.F.R. § 3, app. A, § 4(d)(1), tbl. B. (traded positions), 4(d)(2) (non-traded posi-
tions) (2012).

199 Stanton & Wallace, supra note 22, at 41.

11012 C.F.R. § 3, app A § 4(d)(1), tbl. B. (traded positions receive 200% risk-weighting
for BB-rating), 4(d}(2) (non-traded positions treated as traded positions); 4(a)(12) (defining
“residual interest” to include securitization interests in which the bank’s credit risk “exceeds a
pro rata share of thfe] bank’s claim on the [securitized] asset, whether through subordination
provisions or other credit enhancement techniques . . . .”) (2012).

1112 C.FR. §3, app A § 4(f)(3) (2012) (dollar-for-dollar risk-weighting for all other
residual interests not otherwise provided for in regulations).
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simply not economical unless both the senior and junior tranches of a deal
can be sold. Making it easier to sell the senior tranches at the expense of
restricting the market in junior tranches hardly facilitates securitization, par-
ticularly as there is normally a much larger market for investment-grade se-
curities than non-investment-grade securities. In short, it is hard to attribute
the CMBS bubble to changes in regulatory capital risk-based weighting
requirements.!1?

V. THE ReBRTH OF THE CMBS MARKET

The CMBS market has not returned to its pre-crisis vitality. But com-
pared to the RMBS market, CMBS has witnessed a cautious reemergence.!?
From September 2008 through December 2012, there were only nine regis-
tered domestic private-label RMBS deals based on new collateral with a
total issuance volume of $2.83 billion, all from a single shelf.!** In contrast,
there have been 463 domestic CMBS deals for a total issuance of $233.9
billion, despite CMBS having traditionally been a much smaller market than
RMBS.!'5 Nonetheless, it is important not to overstate the revival of the
CMBS market. Most of the post-crisis CMBS deals—298 to be specific—
have been government or GSE deals, some of which include sharing of
credit risk with private investors.!!¢ Of the 165 private CMBS deals, 57 have
been a type of resecuritization known as a “re-REMIC,” which is used pri-
marily as a regulatory capital arbitrage device for existing CMBS, rather
than for the financing of new CRE loans.!”

112 As with ratings debasement, changes in risk-based capital regulations certainly acceler-
ated the bubble, but were themselves insufficient to create the CMBS, much less the CRE
bubble. First, the change in banks’ risk-based capital regulations applied to all securitizations,
not just CMBS. Thus, the impact of the regulatory capital change was to make investment in
highly-rated tranches of all asset-backed securities more appealing to banks, rather than spe-
cific to CMBS. Second, $3.54 billion in regulatory capital savings is very little when spread
out over the whole US banking industry. In 2007, there was $420 billion in Tier 1 regulatory
capital among banks that held any CMBS. FDIC Statistics on Depositary Institutions, FeD.
DeposiT INsURANCE Corp., hitp://www2.fdic.gov/SDVindex.asp. It is hard to imagine this
small of a change in regulatory capital, especially when spread out over several institutions,
being enough to fuel a major growth in the CMBS market.

113 See Figures 3 and 4, supra.

114 ABS Database, AsSeT-Backep ALERT, http://www.abalert.com/about_abs.php (last
visited Feb. 8, 2013). There were 336 resecuritizations of mortgages (re-REMICS) with vol-
ume of $140.5 billion, as well as another 44 privately-placed deals totaling $12.6 billion cover-
ing manufactured housing, non-performing loans, and regular mortgages. Id. See also Kerri
Panchuk, Redwood Trust plans nearly $1 billion in private RMBS deals, HouswGWIRg, (May
6, 2011), http://www.housingwire.com/2011/05/06/redwood-trust-plans-nearly-1-billion-in-
private-rmbs-deals; Steve Bergsman, Come Back, Private-Label RMBS! MorTGAGEORB (Nov.
30, 2011), http://www.mortgageorb.com/e107_plugins/content/content.php?content.10356.

115 See CMBS Database, supra note 48 (authors’ calculations).

116 1d. The breakdown is 154 Ginnie Mae deals, 75 Freddie Mac deals, 61 Fannie Mae
deals, 7 FDIC deals, and one NCUA deal.

117 Id. Moreover, two non-re-REMIC deals have been entirely or majority multifamily
deals. Id.



http://www2.fdic.gov/SDI/index.asp
http://www.abalert.com/about-abs.php
http://www.housingwire.com/2011/05/06/redwood-trust-plans-nearly
http://www.mortgageorb.com/e
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Put differently, there have only been 109 regular private CMBS deals
between September 2008 and the end of 2012, with a deal volume of $105.8
billion.!”® (Given the presence of credit risk-sharing deals such as Freddie
Mac’s K-Series,!!? the real amount of private risk-capital that has entered the
CMBS market post-crisis is somewhat larger.) To be sure, the private CMBS
market picked up strength in 2012, with 65 deals (only 6 of which were re-
REMICs), accounting for $47.9 billion.'*® While this is a shadow of the for-
mer non-government/non-agency CMBS market, which peaked at $231 bil-
lion in annual issuance in 2007, it is two orders of magnitude larger than
the post-crisis non-government/non-agency RMBS market.

The prevalence of re-REMICs in the post-crisis CMBS market is not an
indication of the market’s strength. Re-REMICs are similar to CDOs in that
they are resecuritization, but whereas CMBS CDOs were typically formed
using newly issued CMBS as assets and thus provided part of the financing
for CMBS and ultimately CRE loans, re-REMICs do not put new capital
into the CRE market. Instead, re-REMICs repackage seasoned CMBS and
CDO tranches, particularly those that have been downgraded, so as to enable
regulatory capital relief for the banks and insurance companies holding the
CMBS.12

Lower rated MBS carry higher regulatory capital charges. By resecuri-
tizing downgraded MBS, banks and insurance companies (subject to Na-
tional Association of Insurance Commissioners (NAIC) capital regulation)
can lower the regulatory capital charge on the senior tranches of the
resecuritization, and can try to sell the lower rated tranches to high-yield
investors. To wit, a BB-rated CMBS would have a 350% risk-weight under
the 2004 Basel II capital framework'® (in effect since late 2008 in the
United States), but it could be resecuritized into a AAA-rated tranche repre-
senting 70% of the original security, with a 28% risk-weighting, a BB-
tranche risk weighted at less than 350% and a junk tranche.!?* If a bank held
onto the senior tranche and sold the other two tranches, it would signifi-
cantly reduce its regulatory capital requirement and could thus recapitalize
without having to raise equity capital and dilute existing shareholders. Insur-
ance companies can similarly arbitrage NAIC asset level designations.

118 See CMBS Database, supra note 48 (authors’ calculations).

19 See Multifamily K Series Certificates, supra note 7.

'z" See CMBS Database, supra note 48 (authors’ calculations).

121 g,

122 Miles Weiss & David Mildenberg, Bank of America Re-Remics Cut Mortgage Debt as
Basel Rules Loom, BLOOMBERG, (Oct. 14, 2010), http://www.bloomberg.com/news/2010-10-
14/bank-of-america-re-remics-reduce-mortgage-debt-as-basel-capital-rules-loom.html.

123 BANK FOR INT'L SETTLEMENTS {BIS]. BASEL CoMM. ON BANKING SupERVISION, IN-
TERNATIONAL CONVERGENCE OF CAPITAL MEASUREMENT AND CAPITAL STANDARD: A REVISED
FrRAMEWORK { 567 (2004).

124 Joseph Rosta, Re-REMICs Redux, Am. BANKER (Dec. 1, 2009), http://www.american
banker.com/magazine/119_12/re-remics-redux-1004225-1 . html.
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While it is possible that the regulatory capital relief from re-REMICs
frees up funds at banks and insurance companies that are then used for new
CRE lending, the connection is much less direct than with CMBS CDOs.
Other factors may also be driving the use of re-REMICs. It could be a pre-
emptive defensive move against further ratings downgrades, it could bear
tax-advantages, it could be a cost-efficient funding strategy, it could be an
economic trading arbitrage, or it could simply make AAA-rated bonds more
saleable.'?

The emergence of re-REMIC:s illustrates structured finance’s reluctance
to let any value go to waste. While the CMBS market has rebounded in a
way the RMBS market has not, the CMBS market is still a shell of its former
self and is now primarily a government-dominated market focused on the
securitization of multi-family housing units.!?

Still, it is worth considering why the CMBS market revived, while the
RMBS market remains moribund. Several reasons emerge. First, CMBS has
better checks and balances to protect investors,'?” including a better diligence
process for underwriting. Part of this is simply that a different level of dili-
gence is feasible when dealing with one or two or even 300 properties, rather
than 7,000, but part is also the particular diligence rights awarded to the B-
piece investor.

Second, rents are what support CRE cash flows, and the rents on CRE
properties continue to be paid even if the owner of the CRE defaults on its
mortgage.'?® With RRE, the cash flows come directly from the mortgagor.
Therefore, if the mortgagor defaults, the property often does not produce
cash flows after default.’® With CRE, however, the cash flows from the
property continue (albeit at potentially reduced levels) even if the mortgagor
is in default.’ This is not to say that loss severities on CRE defaults cannot

125 See MARTY ROSENBLATT, DELOITTE & ToucHe LLP, SPEAKING OF SECURITIZATION:
Tue RE-REMIC PuenoMeENON 1 (2009), available at http://iwww.deloitte.com/assets/Dcom-
UnitedStates/Local%20Assets/Documents/us_fsi_Sec_RE_Speaking %200f%20Securitization-
June%202009.pdf.

126 See CMBS Database, supra note 48 (authors’ calculations).

127 Robert A. Brown, Financial Reform and the Subsidization of Sophisticated Investors’
Ignorance in Securitization Markets, 7 N.Y.U. J.L. & Bus. 105 (2010) (arguing that CMBS
deal structures provided CMBS investors significantly greater protections than RMBS inves-
tors and that CMBS investors have fared better as a result).

128 See id. at 133.

129 There are exceptions to this situation, to be sure. First, the mortgagor may cure the
default and then remain current on payments. Second, the mortgagor may continue to pay in
delinquency, such as being a “rolling 30” (always 30 days delinquent) or a “rolling 60” (al-
ways 60 days delinquent). After 90 days of delinquency on a payment, however, foreclosure
actions are typically commenced. While some borrowers will make payments even after a
foreclosure is commenced, they will often be refused lest acceptance be interpreted as agree-
ment to forbear. Even if the borrower ceases to make payments, servicers of securitized mort-
gages have an obligation to advance the payments to the investors out of their own funds.
These advances are recoverable, but without interest, and the obligation to advance is only for
advances the recovery of which is reasonably foreseeable.

130 Tenants can be directed to pay their rents to the mortgagee (now the new owner) or
simple to a lockbox whose control can be transferred.
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be severe, but a default on CRE does not always mean the end of cash flows
the way a RRE foreclosure does.!*!

Third, the CRE foreclosure process has not ground to a halt the way it
has for RRE in many states. In part this is because states’ efforts to slow
foreclosures through procedural hurdles like mandatory mediation do not
apply to CRE, but it is due in larger part to the relative absence of documen-
tation and servicing issues in CMBS. CMBS has not had a “robosigning”
scandal and resulting federal and state investigations and litigation. Relat-
edly, because CMBS boasts superior workout mechanisms, there has not
been as much pressure on the system through foreclosures. It is hard to im-
agine a major revitalization of the RMBS market until and unless servicing
issues, among others, are resolved; investors have learned that servicing is
an important determinant of loss severity given default. In CMBS, the spe-
cial servicer structure helps ensure better incentive alignment between ser-
vicers and investors when dealing with defaulted loans.

Finally, there is a cohort of savvy credit risk investors for CMBS that
has never really existed for RMBS. The RMBS “B-piece” was traditionally
either retained or resecuritized. Indeed, no one speaks of RMBS as having a
“B-piece” because the concept does not exist in practice. Accordingly, the
real (that is, non-CDO) RMBS investor base as a whole did not understand
itself as taking on first-loss credit risk.!* To the extent that a body of credit
risk investors exists for RMBS, they appear to be substantially smaller than
for CMBS, not least because RMBS offers them less control than CMBS.

Better underwriting diligence, better servicing, and the participation of
a body of sophisticated credit risk investors all seem to be factors explaining
why CMBS has rebounded to a greater degree than RMBS. Nonetheless, the
CMBS market is still much smaller and differently composed than before
financial collapse in 2008, and its prospects for rapid expansion seem lim-
ited for the near future because the CRE market will continue to lag absent
economic growth.

131 Adam J. Levitin & Tara Twomey, Morigage Servicing, 28 YaLE J. oN ReaG. 1 (2011);
Larry Cordell & Adam J. Levitin, What RMBS Servicing Can Learn From CMBS Servicing
(Geo. L. & Econ. Research Paper No. 11-01, Aug. 2011), available at http://sstn.com/abstract
=1324023. The CMBS special servicer structure is far from perfect, however; there can be
major conflicts between CMBS special servicers and CMBS investors, particularly investors in
senior tranches. See Brent W. Ambrose, Anthony B. Sanders, & Abdullah Yavas, CMBS Spe-
cial Servicers and Adverse Selection in Commercial Mortgage Markets: Theory and Evidence
(Feb. 2, 2010) (unpublished manuscript), available at http://merage.uci.edu/ResearchAndCen
ters/CRE/Resources/Documents/02%20-%20Sanders-CMBS%20Servicing.pdf; Yingjin Hila
Gan & Christopher Mayer, Agency Conflicts, Asset Substitution, and Securitization (Nat’l Bu-
reau of Econ. Research, Working Paper No. 12359, 2006), available at http://www.nber.org/
papers/w12359.

132 evitin & Wachter, supra note 1. There are some important exceptions. NIMS inves-
tors were exposed to credit risk, but they were primarily investing in a binary prepayment
gamble. Mezzanine investors included some hedge funds, but they thought they were well
protected from credit risk by the junior tranches.



http://ssm.com/abstract
http://merage.uci.edu/ResearchAndCen
http://www.nber.org

116 Harvard Business Law Review [Vol. 3

CoNcLUSION

The CMBS and CRE bubbles have remained largely neglected in the
scholarly literature. In this Article we have attempted to explain the CMBS
and the CRE bubbles and how they relate to the RRE bubble. The compari-
son between the CRE and RRE bubbles is a critical one for understanding
what did not cause the RRE bubble. The CRE bubble presents a serious
challenge to theories of the RRE bubble that implicate GSE affordable hous-
ing goals or the Community Reinvestment Act (CRA) of 1977 as the drivers
of the RRE bubble.!*

It is hard to fathom how the GSE’s statutory affordable housing goals,!*
which set targets for GSE loan purchases and investments in order “to facili-
tate credit access and homeownership among lower-income and minority
households,”!35 could only have affected anything other than multi-family
housing, as the GSEs have no involvement with industrial, retail, office, or
lodging properties. Yet the CRE bubble was hardly limited to multi-family
housing.

Similarly, the CRA has no bearing on CRE."*¢ Claims about the CRA’s
role in the housing bubble have been debunked elsewhere based on other

133 For such theories, see generally PeTer J. WaLLISON, FIN. Crisis INQuiry CoMM'N, THE
FinanciAL Crisis INQUIRY REPORT, DISSENTING STATEMENT 444 (2011) (“[T]he sine qua non
of the financial crisis was U.S. government housing policy, which led to the creation of 27
million subprime and other risky loans—half of all mortgages in the United States—which
were ready to default as soon as the massive 1997-2007 housing bubble began to deflate. If
the U.S. government had not chosen this policy path—fostering the growth of a bubble of
unprecedented size and an equally unprecedented number of weak and high risk residential
mortgages—the great financial crisis of 2008 would never have occurred.”); Edward Pinto,
Acorn and the Housing Bubble, WaLL St. J., Nov. 13, 2009, at A23; Peter J. Wallison, The
True Origins of the Financial Crisis, AM. SPECTATOR, Feb. 2009, at 22; Peter J. Wallison,
Cause and Effect: Government Policies and the Financial Crisis, AM. ENTER. INST. FOR Pus.
PoL'y ResearcH (November 2008), http://www.aei.org/files/2008/11/25/20081203_1123724
NovFSOg.pdf; THomas SoweLL, THE HousiNg Boom anp Bust (2009).

13 Housing and Community Development Act of 1992 §§ 1331-34, 12 US.C.
§§ 4561-64 (2006). From 1993 to 2008, the affordable housing goals were supervised by the
Secretary of Housing and Urban Development (HUD): starting in 2010, they came under the
supervision of the Federal Housing Finance Agency (FHFA). Housing and Economic Recovery
Act of 2008, Pub. L. No. 110-289 § 1128(b), 122 Stat. 2654, 2696 (transferring authority from
HUD to FHFA). The affordable housing goals are enforced by the GSE regulator, currently the
FHFA, formerly OFHEO. If a GSE fails to meet the affordable housing goals and does not
present and pursue an acceptable remedial plan, monetary penalties and injunctive relief are
available to the regulator. 12 U.S.C. § 4566(c)(1) (Supp. 111 2010). The housing goals consist
of three general measures: low-to-moderate income, special affordable, and underserved areas,
as well as special subgoals for special affordable multifamily and home purchase (as opposed
to refinancing). 12 U.S.C. §§ 456265 (Supp. 111 2010). The goals are measured as the ratio
of qualifying mortgages financed to total mortgages financed, with certain mortgages
excluded.

135 Xudong An & Raphael W. Bostic, GSE Activity, FHA Feedback, and Implications for
the Efficacy of the Affordable Housing Goals, 36 J. REAL Est. FIN. & Econ. 207, 207-08
(2008).

136 The Community Reinvestment Act (CRA) was passed in 1977 in response to concerns
about banks not offering financial services in minority or low-income neighborhoods. Michael
S. Barr, Credit Where It Counts: The Community Reinvestment Act and Its Critics, 80 N.Y.U.




2013] The Commercial Real Estate Bubble 117

evidence,!”” and the existence of the paralle]l CRE bubble indicates that the
CRA was not necessary for the emergence of a bubble. No CRA was neces-
sary for the CRE bubble to emerge.

The key point about the CMBS bubble is that it grew in an entirely
private environment. The CRE bubble was associated with the expansion of
CMBS, the CMBS price bubble, and a shift in the institutional make-up of
CMBS financing. The expansion of CMBS was part of an overall increase in
the supply of credit in the real estate sector. The causes of the oversupply are
multifold, including the global savings imbalance (or “global savings glut”
in Federal Reserve Chairman Ben Bernanke’s parlance'*®) that created an
insatiable demand for AAA-rated assets of any sort.'"® AAA-rated assets
could only be manufactured en masse via structured finance, that is, securi-
tization. At a time when only a dozen public companies and a handful of

L.REev. 513, 516~17 (2005). The CRA encourages covered financial institutions to serve these
communities by making the individual bank’s service a factor that regulators must consider in
determining whether to approve the institution’s mergers with and acquisitions of other deposi-
tary institutions, as well as whether to approve the expansion of bank holding companies into
other types of financial activities. See 12 U.S.C. § 1831u(b)(3) (2006) (CRA requirement for
interstate mergers); see also 12 U.S.C. § 1831y(a) (2006) (CRA Sunshine Requirements); 12
U.S.C. § 1843(1)(2) (2006) (CRA requirement for financial subsidiaries engaging in expanded
financial activities). The CRA does mandate any lending, and charitable contributions, such as
donations to soup kitchens, to qualify for CRA credit. [Needs cite] It is difficult, however, for
CRE investment to qualify for CRA credit, because even if the property is in a bank’s CRA
geographic assessment area, few, if any CRE loans are made to low-to-moderate income bor-
rowers. CRE investment is, by its very capital-intensive nature, not an activity for the low-to-
moderate income.

137 See, e.g., Fin, Crisis InQuiry CommN, THE COMMUNITY REINVESTMENT AcCT AND
THE MORTGAGE Crisis 6 (2010) (preliminary staff report), available at http://fcic-static.law.
stanford.edu/cdn_media/fcic-reports/2010-0407-Preliminary_Staff_Report_-_CRA_and_the_
Mortgage_Crisis.pdf; see also Memorandum from Glenn Canner, Senior Adviser, Div. of Re-
search and Statistics, Fed. Reserve Bd., & Neil Bhutta, Economist, Fin. Structure Section, Div.
of Research and Statistics, Fed. Reserve Bd., to Sandra Braunstein, Dir., Consumer and Cmty.
Affairs Div., Fed. Reserve Bd. 3 (Nov. 21, 2008), http://www federalreserve.gov/newsevents/
speech/20081203_analysis.pdf; Neil Bhutta & Glenn B. Canner, Did the CRA Cause the Mort-
gage Meltdown?, CommuniTy Divibenp (Mar. 1, 2009), http://www.minneapolisfed.org/re
search/pub_display.cfm?id=4136; see also Ellen Seidman, No, Larry, CRA Didn’t Cause the
Sub-Prime Mess (Apr. 15, 2008, 9:55 AM), http://www.newamerica.net/blog/asset-building/
2008/no-larry-cra-didn-t-cause-sub-prime-mess-3210; Elizabeth Laderman & Carolina Reid,
Fep. ReserVE Bank of S.F., CRA Lending During the Subprime Meltdown, in REVISITING THE
CRA: PERSPECTIVES ON THE FUTURE oF THE COMMUNITY REINVESTMENT AcT 115, 124 (2009)
(published by the Federal Reserve Banks of Boston and San Francisco), http://www frbsf.org/
publications/community/cra/cra_lending_during_subprime_meltdown.pdf (finding that CRA-
subject institutions were less likely to make subprime loans in California and that subprime
loans made by CRA-subject institutions in CRA assessment areas outperformed these institu-
tions’ subprime loans made outside CRA-assessment areas).

138 See Ben S. Bernanke et al., International Capital Flows and the Returns to Safe Assets
in the United States, 2003-2007 (Feb. 2011), Fep. ReservE Sys., http://www.federalreserve.
gov/pubs/ifdp/2011/1014/default.htm.

13% See Gary B. Gorton, Slapped in the Face by the Invisible Hand: Banking and the Panic
of 2007 (May 11-13, 2009) (unpublished manuscript), http://www frbatlanta.org/news/Con
feren/09fmc/gorton.pdf.
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sovereign issuers bore AAA ratings, over 60,000 structured securities were
rated AAA.M

The critical lesson from the CMBS bubble is that the creation of AAA-
rated structured securities has an inevitable non-investment grade by-product
(the B-piece), and the deal economics simply do not work unless the B-piece
can be sold. Therefore, the essential, but for factor in the CMBS bubble was
the rise of CDOs, which changed the B-piece market and loosened the tradi-
tional constraints on credit risk. The expansion of the B-piece market via the
CDOs enabled the massive “leverage” of expanded investment in AAA-
rated CMBS and credit in the CRE market. While the resecuritization game
could only be repeated a couple of times, it was sufficient to fuel the CMBS
bubble for a few years, which likely contributed to the CRE price bubble.

The CMBS and CRE bubbles show that market discipline is not such an
easy thing to come by.'*! The market can serve as a regulator, but for market

discipline to work, risk needs to be in the hands of those who understand
it.142

148 See Lloyd Blankfein, Do Not Destroy the Essential Catalyst of Risk, FinanciaL TiMEs,
Feb. 8, 2009, at 7 (“In January 2008, there were 12 triple A-rated companies in the world. At
the same time, there were 64,000 structured finance instruments . . . rated triple A.”).

141 This is especially true in a market in which participants can be manufactured to create
demand, as in the case of CDOs. See William W. Bratton Jr. & Adam J. Levitin, A Transac-
tional Genealogy of Scandal: From Michael Milken to Enron to Goldman Sachs, 86 S. CaL. L.
Rev. (forthcoming 2013).

142 See Anat Admati, Peter Conti-Brown, & Paul Pfleiderer, Liability Holding Companies,
59 UCLA L. Rev. 852 (2012) (discussing expertise in liability management).




January 29, 2014

Mr. Michael Blake
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Dear Mr. Blake,
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of your acting as an Investment Advisor Representative (IAR) for Mid Atlantic Financial
Management, Inc. (MAFM), the firm is implementing heightened supervision over your activities
due to the disciplinary action by FINRA related to your outside business activities. The initial
duration of the enhanced supervision will be the later of two years or until such time that all
enforcement actions have been resolved. You must abide by the following instructions:

1. You must immediately notify the Compliance Department if you are:
a) The subject of any investigation or inquiry by any government agency or self-
regulatory body.
b) Requested to formally or informally testify before or provide documents to any
regulator.
c) A defendant or respondent in any litigation, proceeding or arbitration alleging
violation of any rule or regulation of any regulator.
d) The subject of any bankruptcy or contempt proceeding.
e) The subject of any oral or written complaint by a client or any claim for
damages filed by a client.
f) The subject of any arrest, summons, arraignment, guilty plea to any criminal
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g) The subject of any unresolved matters pending with the IRS or other taxing
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3. Provide an annual holdings report containing a transactions report for all accounts
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Finra

ARTICLE | DEFINITIONS

When used in these By-Laws, unless the context otherwise requires, the term:
(a) "Act" means the Securities Exchange Act of 1934, as amended;

(b) "bank" means (1) a banking institution organized under the laws of the United States, (2) a member bank of the
Federal Reserve System, (3) any other banking institution, whether incorporated or not, doing business under the laws of
any State or of the United States, a substantial portion of the business of which consists of receiving deposits or exercising
fiduciary powers similar to those permitted to national banks under the authority of the Comptroller of the Currency pursuant
to the first section of Public Law 87-722 (12 U.S.C. § 92a), and which is supenvised and examined by a State or Federal
authority having supendsion over banks, and which is not operated for the purpose of evading the provisions of the Act, and
(4) a receiver, conservator, or other liquidating agent of any institution or firm included in clauses (1), (2), or (3) of this
subsection;

(c) "Board" means the Board of Governors of the Corporation;
(d) "branch office” means an office defined as a branch office in the Rules of the Corporation;

(e) "broker” means anyindividual, corporation, partnership, association, joint stock company, business trust,
unincorporated organization, or other legal entity engaged in the business of effecting transactions in securities for the
account of others, but does notinclude a bank;

() "Closing" means the closing of the consolidation of certain member firm regulatory functions of NYSE Regulation,
Inc. and the Corporation;

(g) "Commission" means the Securities and Exchange Commission;

(h) "controlling" shall mean the possession, directly or indirectly, of the power to direct or cause the direction of the
management and policies of a person, whether through the ownership of wting stock, by contract or otherwise. Aperson
who is the owner of 20% or more of the outstanding voting stock of any corporation, partnership, unincorporated association
or other entity shall be presumed to have control of such entity, in the absence of proof by a preponderance of the evidence to
the contrary. Notwithstanding the foregoing, a presumption of control shall not apply where such person holds voting stock,
in good faith, as an agent, bank, broker, nominee, custodian or trustee for one or more owners who do notindividually or as
a group have control of such entity; ‘

(i) "Corporation" means the National Association of Securities Dealers, Inc. or any future name of this entity;
(j) "day' means calendar day;

(k) "dealer" means any individual, corporation, partnership, association, joint stock company, business trust,
unincorporated organization, or other legal entity engaged in the business of buying and selling securities for such
individual's or entity's own account, through a broker or otherwise, but does notinclude a bank, or any person insofar as
such person buys or sells securities for such person's own account, either individually or in some fiduciary capacity, but not
as part of a regular business;

(I) "Delegation Plan" means the "Plan of Allocation and Delegation of Functions by NASD to Subsidiaries" as approved
by the Commission, and as amended from time to time;

(m) "district" means a district established by the NASD Regulation Board pursuant to the NASD Regulation By-Laws;
(n) "Floor Member Governor" means a member of the Board appointed as such who is a person associated with a
member (or a firm in the process of becoming a member) which is a specialist or floor broker on the New York Stock

Exchange trading floor;

(0) "government securities broker” shall have the same meaning as in Section 3(a)(43) of the Act except that it shall not
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include financial institutions as defined in Section 3(a)(46) of the Act;

{p) "government securities dealer” shall have the same meaning as in Section 3(a)(44) of the Act except that it shall not
include financial institutions as defined in Section 3(a)(46) of the Act;

(q) "Governor" means a member of the Board,;

() "Independent Dealer/insurance Affiliate Governor' means a member of the Board appointed as such whois a
person associated with a member which is an independent contractor financial planning member firm or an insurance
company, or an affiliate of such a member;

(s) "Industry Director" means a Director of the NASD Regulation Board or NASD Dispute Resolution Board (excluding
the Presidents) who: (1) is or has served in the prior year as an officer, director (other than as an independent director),
employee or controlling person of a broker or dealer, or (2) has a consulting or employment relationship with or provides
professional senices to a self regulatory organization registered under the Act, or has had any such relationship or provided
any such senvces at anytime within the prior year;

(t) "Industry Governor" or "Industry committee member" means the Floor Member Governor, the Independent
Dealer/insurance Affiliate Governor and the Investment Company Affiliate Governor and any other Governor (excluding the
Chief Executive Officer of the Corporation and, during the Transitional Period, the Chief Executive Officer of NYSE Regulation,
Inc.) or committee member who: (1) is or has served in the prior year as an officer, director (other than as an independent
director), employee or controlling person of a broker or dealer, or (2) has a consulting or employment relationship with or
provides professional senices to a self regulatory organization registered under the Act, or has had any such relationship or
provided any such senvices at anytime within the prior year;

(u) "investment banking or securities business" means the business, carried on by a broker, dealer, or municipal
securities dealer (other than a bank or department or division of a bank), or government securities broker or dealer, of
underwriting or distributing issues of securities, or of purchasing securities and offering the same for sale as a dealer, or of
purchasing and selling securities upon the order and for the account of others;

(V) "Investment Company"' means an "investment company” as such term is defined in The Investment Company Act of
1940, as amended;

(w) "Investment Company Affiliate Governor’ means a member of the Board appointed as such who is a person
associated with a member which is an Investment Company or an affiliate of such a member;

(x) "Joint Public Governor” means the one Public Governor to be appointed as such by the Board of Directors of NYSE
Group, Inc. and the Board in office prior to the Closing jointly;

(y) "Large Firm™ means any broker or dealer admitted to membership in the Corporation which, at the time of
determination, has 500 or more registered persons;

(2) "Large Firm Governor" means a member of the Board to be elected by Large Firm members, provided, however, that
in order to be eligible to serve, a Large Firm Governor must be an Industry Governor and must be registered with a member
which is a Large Firm member;

(aa) "Large Firm Governor Committee" means a committee of the Board comprised of all ofthe Large Firm Governors;

(bb) "Lead Governor" means a member of the Board elected as such by the Board, provided, howewer, that any
member of the Board who is concurrently sening as a member of the Board of Directors of NYSE Group, Inc. shall notbe
eligible to serve as the Lead Gowvernor;

(cc) "Mid-Size Firm" means any broker or dealer admitted to membership in the Corporation which, atthe time of
determination, has atleast 151 and no more than 499 registered persons;

(dd) "Mid-Size Firm Governor" means a member of the Board 1o be elected by Mid-Size Firm members, provided,
however, that in order to be eligible to serve, a Mid-Size Firm Governor must be an Industry Governor and must be registered
with a member which is a Mid-Size Firm member;

(ee) "member" means any broker or dealer admitted to membership in the Corporation;

(ff) "municipal securities” means securities which are direct obligations of, or obligations guaranteed as to principal or
interestby, a State or any political subdivision thereof, or any agency or instrumentality of a State or any political subdivision
thereof, or any municipal corporate instrumentality of one or more States, or any security which is an industrial development
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bond as defined by Section 3(a)(29) of the Act;

(99) "municipal securities broker" means a broker, except a bank or department or division of a bank, engaged in the
business of effecting transactions in municipal securities for the account of others:

(hh) "municipal securities dealer" means any person, except a bank or department or division of a bank, engaged in
the business of buying and selling municipal securities for such person's own account, through a broker or otherwise, but
does notinclude any person insofar as such person buys or sells securities for such person's own account either
individually or in some fiduciary capacity, but not as a part of a regular business;

(i) "NASD Dispute Resolution" means NASD Dispute Resolution, Inc. or any future name of this entity;

(i) "NASD Group Committee" means a committee of the Board comprised of the five Public Governors and the
Independent Dealer/insurance Affiliate Governor appointed as such by the Board in office prior to Closing, and the Small
Firm Governors which were nominated for election as such by the Board in office prior to Closing, and in each case their
SUCCEesSors;

(kk) "NASD Public Governors” means the five Public Governors to be appointed as such by the Board in office prior to
the Closing effective as of Closing;

(1) "NASD Regulation” means NASD Regulation, Inc. or any future name of this entity;
{mm) "NASD Regulation Board" means the Board of Directors of NASD Regulation;

(nn) "National Adjudicatory Council" means a body appointed pursuant to Article V of the NASD Regulation By-Laws;

(00) "Nominating Committee” means the Nominating Committee appointed pursuant to Article VIl Section 8 of these
By-Laws;

(pp) "NYSE Group Committee” means a committee of the Board comprised of the five Public Governors and the Floor
Member Governor appointed as such by the Board of Directors of NYSE Group, Inc., and the Large Firm Governors which
were nominated for election as such by the Board of Directors of NYSE Group, Inc., and in each case their successors;

(qa) "NYSE Public Governors" shall mean the five Public Governors to be appointed as such by the Board of Directors
of NYSE Group, Inc. effective as of Closing;

(rr) "person associated with a member" or "associated person ofa member" means: (1) a natural person who is
registered or has applied for registration under the Rules ofthe Corporation; (2) a sole proprietor, partner, officer, director, or
branch manager of a member, or other natural person occupying a similar status or performing similar functions, or a
natural person engaged in the investment banking or securities business who is directly or indirectly controlling or controlled
by a member, whether or not any such person is registered or exempt from registration with the Corporation under these By-
Laws or the Rules of the Corporation; and (3) for purposes of Rule 8210, any other person listed in Schedule A of Form BD

of a member;

(ss) "Public Director" means a Director of the NASD Regulation Board or NASD Dispute Resolution Board who is not
an Industry Director and who otherwise has no material business relationship with a broker or dealer or a self regulatory
organization registered under the Act (other than senving as a public director of such a self regulatory organization);

(tt) "Public Governor" or "Public committee member" means any Governor or committee member who is not the Chief
Executive Officer of the Corporation or, during the Transitional Period, the Chief Executive Officer of NYSE Regulation, inc.,
who is not an Industry Governor and who otherwise has no material business relationship with a broker or dealer or a self
regulatory organization registered under the Act (other than senving as a public director of such a self regulatory

organization);
(uu) “registered broker, dealer, municipal securities broker or dealer, or government securities broker or dealer"

means any broker, dealer, municipal securities broker or dealer, or government securities broker or dealer which is
registered with the Commission under the Act,

(w) "Rules of the Corporation" or "Rules" means the numbered rules setforth in the manual of the Corporation
beginning with the Rule 0100 Series, as adopted by the Board pursuant to these By-Laws, as hereafter amended or
supplemented;

(ww) "Small Firm" means any broker or dealer admitted to membership in the Corporation which, atthe time of
determination, has atleast 1 and no more than 150 registered persons;
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(09 "Small Firm Governor” means a member of the Board to be elected by Small Firm members, provided, howevwer,
thatin order to be eligibie to serve, a Small Firm Gowernor must be registered with a member which is a Small Firm member

and must be an Industry Governor;

(yy) "Small Firm Governor Committee” means a committee of the Board comprised of all the Small Firm Governors;

and

(z2) "Transitional Period" means the period commencing on the date of the Closing and ending on the third anniversary

ofthe date of the Closing.

Amended by SR-NASD-2007-023 eff. July 30, 2007.
Amended by SR-NASD-2006-104 eff, Dec. 20, 2006.
Amended by SR-NASD-2006-135 eff. Dec. 20, 2006.
Amended by SR-NASD-2004-110 eff. Dec. 31, 2004,
Amended by SR-NASD-2001-06 eff. May 8, 2001.
Amended by SR-NASD-99-35 eff. Dec. 1, 1999.
Amended by SR-NASD-98-56 eff. Oct. 30, 1998.
Amended by SR-NASD-97-71 eff. Jan. 15, 1998.
Amended by SR-NASD-95-39 eff. Aug 20, 1996.
Amended by SR-NASD-94-64 eff. Feb. 9, 1995.
Amended eff. Mar. 9, 1988 and Sept. 4, 1990.

: Selected Notices: 87-14, 87-37, 87-41, 88-51, 94-52, 99-95.

©2013 FINRA. All rights reserved.
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Finra

0160. Definitions

(a) The terms used in the Rules, if defined in the FINRA By-Laws, shall have the meaning as defined in the FINRA By-
Laws, unless a term is defined differently in a Rule, or unless the context of the term within a Rule requires a different
meaning.

(b) When used in the Rules, unless the context otherwise requires:

(1) llBy_Laws”
The term “By-Laws™ means the By-Laws of the Corporation or the FINRA By-Laws.

(2) “Code of Procedure”
The term “Code of Procedure” means the procedural rules contained in the Rule 8000 Series.

(3) “Completion of the Transaction”
The term “completion of the transaction” means:

(A) In the case of a customer who purchases a security through or from a member, except as provided in
subparagraph (B), the time when such customer pays the member any part of the purchase price, or, if payment
is effected by a bookkeeping entry, the time when such bookkeeping entry is made by the member for any part of
the purchase price;

(B) In the case of a customer who purchases a security through or from a member and who makes
payment therefor prior to the time when payment is requested or notification is given that paymentis due, the time
when such member delivers, or credits such delivery of, the security to or into the account of such customer;

(C) Inthe case of a customer who sells a security through or to a member, except as provided in
subparagraph (D), if any security is notin the custody of the member at the time of sale, the time when the
security is delivered to the member, and if the securityis in the custody of the member at the time of sale, the
earlier of when the member transfers the security from the account of such customer or the closing date of the
transaction;

(D) In the case of a customer who sells a security through or to a member and who delivers such security to
such member prior to the time when delivery is requested or notification is given that deliveryis due, the time
when such member makes payment to or into the account of such customer.

(4) “Customer”
The term “customer” shall notinclude a broker or dealer.

(5) “Exchange Act” or “SEA”
The term “Exchange Act’ or “SEA” means the Securities Exchange Act of 1934, as amended.

(6) HFINRA”
The term “FINRA’ means, collectively, FINRA, Inc., FINRA Regulation, Inc. and FINRA Dispute Resolution, Inc.

(7) “Investment Advisers Act”
The term “Investment Advisers Act’ means the Investment Advisers Act of 1940, as amended.

(8) “Investment Company Act”
The term “Investment Company Act” means the Investment Company Act of 1940, as amended.

(9) “Member”
The term “member” means any individual, partnership, corporation or other legal entity admitted to membership in
FINRA under the provisions of Articles lii and IV of the FINRA By-Laws.

(10) “Person”

finra.complinet.comven/display/display_main.htmli?rbid=2403&element_id=5456&print=1 12
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The term “person” shall include any natural person, partnership, corporation, association, or other legal entity.

(11) “SEC”
The term “SEC” means the Securities and Exchange Commission.

(12) “Securities Act”
The term “Securities Act” means the Securities Act of 1933, as amended.

(13) “Selling Group”
The term “selling group” means any group formed in connection with a public offering, to distribute all or part of an
issue of securities by sales made directly to the public by or through members of such selling group, under an
agreement which imposes no financial commitment on the members of such group to purchase any such securities
except as theymay elect to do so.

(14) “Selling Syndicate”
The term “selling syndicate” means any syndicate formed in connection with a public offering, to distribute all or part of
an issue of securities by sales made directly to the public by or through participants in such syndicate under an
agreement which imposes a financial commitment upon participants in such syndicate to purchase any such
securities.

(15) “State”
The term “State” shall mean any state of the United States, the District of Columbia, Puerto Rico, the Virgin Islands, or
any other possession of the United States.

Amended by SR-FINRA-2011-043 eff. Feb. 21, 2012,
Amended by SR-FINRA-2010-029 eff. Feb. 8,2011.
Amended by SR-FINRA-2008-026 eff. Dec. 15,2008.
Amended by SR-NASD-2006-104 eff. March 5, 2007.
Amended by SR-NASD-2003-75 eff. July 9, 2003.
Amended by SR-NASD-99-21 eff. July 9, 2000.
Amended by SR-NASD-98-57 eff. March 26, 1999.
Amended by SR-NASD-98-86 eff. Nov. 19, 1998.
Amended by SR-NASD-97-28 eff. Aug. 7, 1997.

Selected Notices: 08-57, 10-47, 12-04.

©2013 FINRA. All rights reserved.
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REQUEST FOR OUTSIDE BUSINESS ACTIVITIES QUESTIONNAIRE

Instructions: Complete this form for each outside activity and submit it to the Compliarice Department. Upon review, you may be asked
for additional information. Belore engaging in outside activities, you naed e ensure that the Compliance Depariment has provided
approval. ; :

RR Name: ;{ﬂ k(;}’f\g\g 3 I a. kC; RR#: 0 /(&_Z 55’
Name of OSJ/Agency: C i )\I;)LL S } yo LGk c,«_,.g r‘fa‘{v itg (L (.
Name of outside business: f_L, . .q € )'f D = uL LEC

i

is this'a DBA a registerad entity? Yes L~"No
lf yes, what is your ownership percentage:

ifless than 100%, identify alt parties and your relationship: Ol anas oy w L & Je ot

Addeend onwerderi en epeh Japes
Address of business: C7"7’1»(_ [t J’?z\u”t f'f"‘ﬁatr ’”(‘\‘U\«.-r uf L(‘L/ éci f'f 7 xf"z:ﬁff

Phone Number: _____j S A Fax Number: ¥ ;‘W'

{s:this business investmentrelated? Yes 1// Mo

£ ves, do any of your duties inchude raising capital or issuing debl? Yes No

What is the nature of this business (what does it do)? _,Q\_\)Q) Fon  Conness ek ;\m.& k. -»Q.
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What is your position, fitle, and affiliation with this business? ﬁ 16\1\uj;' v w:i !} u:;“ Ae s

i e At Con ek d
How are you compensiated: Commission Salary Other . &\ Aot (s "“‘f‘é“' fe
if other please explain:: }'m&l’ﬁ Lok !vé. /?H lgh};)g{@n of mn\g ;) Dot JL [# 2 /{, I

Whatis the start date of your pamcspatmn in this busmess" ‘?OG e

How many hours per month do you devote 10 this business? < 2 - z./ u }KJ‘ZS"

How: many hours per month are during securities trading hours? ﬂ#»"?\i
Briefly describe your duties: _F y& }i&!' the va e C}I cnd f’i{f\l Vi /}"-Wi 1 {'W— t_]ix&r I i /P’%'JJ-
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From:MB (tongestd{ivelic@hotmail‘com}
Sent. Tue 9/22/09 11:07 AM
To:  gsernett@ameritas.com

Greg
Here is a list of Longest Drive LLC members that are also AIC clients:

John Huffman $200,000
Dan and-Kathy Hinsley  $690.000
Doug and Kira Pippert.  $100,000

Renee Resler $150.000
Dan Gallagher $50,000
Pam Pont $50.000
Ron Blake $50,000
David Rudick $75.000
Skip McCarthy $400,000
Roger Woolley $348,000
David Tounvlle $135,0600
Michael

Hotmail: Powerful Free email with security by Microsoft. Get it now.

htt
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- Questionnaire

LONGESTDRIVE LLC

Outside Business Activities

1. YWhile associated with AIC, have you engaged in.any other busmess activitie
F'ltl'\e.zr as a proprietorfowner, partner, officer, d;rectar, gloyee, trustee agen
teide business activity. request o submit? S

5. ) cestify that, [ AM, CONTINUE TO BE or I am submitting o newt
3 RR

‘f‘ i :cmw that ] am HOT mvu)vetﬁ in Aty ac.lvmes oumdt uf rny azz\«ms as B RR

1.1, Name of Organization/Outside Business Activity:
LONGEST DRIVE LLC

1.2, Your specific a¥filiation with the proanization:
Pariner

1.2.1. If Parznar; with is your percentage of Ownership?
“F Less than LO0% :
- soos

1.3, What is your position, title and/or affiiiation with t:hxs bu)imess"
paniner

1.4, Where is the Jpcation foc this activity?
Addrass 17

Address 23

Cry*:

Stata®: Select a Stale
2ip*:

Ext.(Work Phone):.

1.5, Telephone Number of the Business Location:
§23.238 2881 sxample: Den't e dashes, usea 1{!2223335 foremat

1.6, Fax Nurhber of the Business Location:
none - sxarapie: Don't use dashes, ¢aea in? 5333 ;ormm
1.7. Do you vse e-malt in connection with your involveroent in s actwﬁy‘*
T Yes e B .

“Nc

1.8. Dses rhig ackivity 2nd or Orgeml’amon maintaina’ web-svrs’

o Yes
i ke
1.9 pame of 053 Supervising principal/Agency;
AlCT ‘ S
1,10, What is the nature of this Business? (be specific):

Comenercial Real estate investing

- 1,11 Does this brsiness involve the sale of findncia



Page 2 of 3

rough this business and if they are

11999017



Questionnaire |

1.20. Do any of.your duties inciude ralsing c.:pttal Qr‘ issuh
;‘o Yeox

N :
1.20.1. 1§ Yes, please explain {be specific): ;

poot investments in order to investment in projects '

thss asﬂwty {eg trustee pov'ws, power of-‘&t

P

: _‘ Yes
)
% 22 Are you the Regustred Representative of record on any acceﬂnzs for thi
2 Yes
Mo

Swve| Resat|

¥ 2012 Stoackiver, Ins AR ncht- trservied. Storefiver in 3 trodemark c( Skm

Inttmosflonmivn ramsad mmmn Vool ;r\nnc;rul‘aﬂﬂ,"ﬂ{nl:‘}ﬁyﬂf‘??dfhﬁffﬁ‘;vr\g RS ¥ ."')"tl“'il‘l“l,'ﬁ




- Oulside Business Activities

Completed

Hespondent: MICHAEL BLA
Address: 5040 E.SHEA BLV D STE 1628COTTSDALE, AZ 85254
Phone;.800-242-5253

Email: mblake @aicinvest.com

Dats Compleled: 1 1128!2612 02:31:30

LONGEST DRIVE L1C¢{ Outside Business Activ[ties )

1. While associated with mc have you ‘engaged |n any other business aciivities outside of your refationship with AIC eitheras a
- proprietorowner, pannet. officer, dlrec:!or emplovee trustee, agent or otherwise? Or do you have a new oulside business
aclivity request 16 submit?
| cemiy thati Al, CONTINUE TO BE ortam submltlmg a new request to be involved inthe following achvﬂy outside of my a»:uwmes asa
RA.

1.1. Name of Organiiatiun?@wtside Business activity:
LONGEST DRIVE LLC

1.2, Your specific affiliation with the organization:
Other

1.2.1. it Other, please explain;
Member

1.3, Whaz is vour postiion, tiile andior afixhaaon with mzs business?
member.

1.4. Where is the location for thisactivity?
Address 1: 900N 52nd Strest
Address 2
City; . Paradise Valley
State: - Arizona
Zips BE253

- ExtOWork Phone)
1.5: Telephone Number of the Busmess { ocation:
823 238 2891
1.8, Fax Number of the Business Location:
Hone
1.7. Do you use e:mall in connection with your mvolvemem in this aclivity?
No

1.8. Does this activity and or Orgamza%ion maintain a web-site?
No
1.9. Name of OSJ Supewusmg Prlnc:patmgenc:y
: AIC
1,10, What is the nature of 1his Busingss? (be specific):
Commercial Real estate investing
This business is aclive since 20058 there are still three projects that need to clase and then this activity will cease 1o exist
1.11. Does this business involve the sale of financial products or services not oifered through A1C7
No
1.12. How are you Compensated?.
: Othe: :
1121 1t Other. please explain (be specifich.
none '
© 1.12:8. What do you project your annual income 10 be from this OCBA?
Lnan

113 Please descrive your Duties/Responsibilities {be specilich:
 INVESTMENT I COMMERCIAL REAL ESTATE; NO COMPENSATION RECEIVED

1,14, What is the '+ aate of your participation in this business:
+01/01/2001 .
1.15. How many hours pe: month to ) u devo his businass:




1.16. How many Hours per month are during seclrities trading hours:

S0 v

. Describe your clients, the individuals or entiies who you interact with through this business and if they are also clients

of AIC? ‘ ‘
On'record

1.18. 15 this organization in any way related to the securities industry?
No

1.99. s tHis business investment Aslated:
No

1.20. Do any of your duties include raising capital or issuing debt?
Yes

1.20.1. It Yes. please explain {be specilicy:
pool investments in order 1o invesiment in projects, have nol done a few deal singe 2008
1.2%. Do you have custody or control over the funds or property of others i connection with your involvernent in this activily
{80 rugtes pOWErS, DUWEr: of-atiorney (POA) executor, check writing authority, fresisuren? '
NQ i i
1.22. Are you the Begistred Representative of recard on any. accounts for this organizationfactivity?
Ne :




Outside Business Activities

'_ : AMERITAY “

Qutside Business Activities

Current Questionnalres: Belew s 2 b5t ol oms INOL VDL NBVE DIENDUSy Crastod.

Title

LOMGESY DRIVE LT

Faeagite Valley Vlunlesr paliceman

LICENSED A5 AN INDEFENDENT INSURANCE-AGENT. TO SELL FINED INSURARLE PRODUCTS.
TLTMEYS SINANCIAL ADVISORS LLC

First State Barxcorporation

Lewis Useriity

B30 3 AL0T Ry, B DE e rebere ez e Boanr 4 n Trazeent o Semaiiver I wlenans B

Staras

Compieied
Lompiotad
corgietad
Compieied
Carpieton
Cempieted

 httneHsecnre reced cor i stonnaire app/qinstanceselector/ 1834

CiErtiting

VIF2642012
1572672042
147282012
T5/261048
0972002
103072042
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From: Michael Blake <mblake@ofapeak.us>

Date: April 23,2013 at 9:15:12 AM MST

To: Evan Nakano <evan@pijblawoffice.com>

Subject: RE: Firm 167141: U.S. Securities and Exchange Commission Has Granted
Investment Adviser Registration Application

That is for the company, what about me, also | mistakenly listed us as a LLC we are Inc.

From: Evan Nakano [mailto:evan@pjblawoffice.com]
Sent: Tuesday, April 23, 2013 9:14 AM

To: Michael Blake
Subject: RE: Firm 167141: U.S. Securities and Exchange Commission Has Granted Investment Adviser
Registration Application

Hi Michael,
These emails are from the SEC notifying you that your RIA has been approved as of April 19, 2013.
Regards,

Evan Nakano

Paralegal

Law Offices of Patrick J. Burns, Jr., P.C
415 N. Camden Drive, Suite 223
Beverly Hills, CA 90210

(P): 310-275-5059

(F): 310-275-7305
evan@pjblawoffice.com

www.pjblawoffice.com

NOTE: The information contained in this email document is legally privileged and confidential. As such, it is
intended only for the use of the individual named above.

If the reader of this message is not the intended recipient, you are hereby notified that any distribution or copying of
this communication is strictly prohibited. If you have received this communication in error, please immediately
notify us by telephone at (310) 275-5059 and erase this message.

From: Michael Blake [mailto:mblake@ofapeak.us]

Sent: Monday, April 22, 2013 9:17 PM

To: Evan Nakano

Subject: Fwd: Firm 167141: U.S. Securities and Exchange Commission Has Granted Investment Adviser
Registration Application

Is this also from you?

Michael J. Blake

President and CEO

Olympus Financial Advisors, LLC
480-607-6558
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Begin forwarded message:

From: <SECIARDNotifications@finra.org>

Date: April 22,2013, 9:10:08 PM MST

To: "Michael Blake" <MBLAKE@OFAPEAK.US>

Subject: Firm 167141: U.S. Securities and Exchange Commission Has Granted Investment
Adviser Registration Application

OFFICE OF THE SECRETARY

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

04/23/2013

IN THE MATTER OF:

OLYMPUS FINANCIAL ADVISORS, LLC
10645 N. TATUM BLVD.

SUITE 200-444

PHOENIX, AZ 85028

UNITED STATES

SEC FILE NO.: 801-77826

ORDER GRANTING REGISTRATION PURSUANT TO SECTION 203 OF THE
INVESTMENT ADVISERS ACT OF 1940

OLYMPUS FINANCIAL ADVISORS, LLC ("Applicant") filed an application for registration
as an investment adviser under Section 203(c) of the Investment Adviser Act of 1940 on
03/21/2013.

The Commission has found that the application contains the information prescribed under
Section 203(c) and the rules thereunder. The Commission has not passed on the accuracy or
adequacy of the information, and the effectiveness of Applicant's registration does not imply
Commission approval or disapproval. Accordingly,




IT IS ORDERED, pursuant to Section 203(c)(2)(A) of the Act, that the Applicant's registration is
hereby granted, effective forthwith.

FOR THE COMMISSION, by the Office of Compliance Inspections and Examinations, pursuant
to delegated authority.

Elizabeth M. Murphy,
Acting Secretary

Note: You cannot contact the SEC by replying to this email.

TRACKING INFO:
Date Generated: 04/23/2013 00:10:08
Firm Sent To: OLYMPUS FINANCIAL ADVISORS, LLC(167141)

THIS COMMUNICATION IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR
ENTITY TO WHICH IT IS ADDRESSED AND CONTAINS OR MAY CONTAIN
INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL OR EXEMPT FROM
DISCLOSURE UNDER APPLICABLE LAW. If the reader of this communication is not the
intended recipient (or the employee or agent responsible for delivering to the intended recipient),
you are hereby notified that any dissemination, distribution, or copying of this communication is
strictly prohibited. If you have received this communication in error, please disregard and delete
this communication, and do not disseminate or retain any copy of this communication.
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Michael Blake

From: SECIARDNOotifications@finra.org

Sent:  Wednesday, July 17, 2013 9:10 PM

To: Michael Blake

Subject: Firm 167141: Form ADV Amendment Updating Basis for Registration Required
07/18/2013

OLYMPUS FINANCIAL ADVISORS, INC.
10645 N. TATUM BLVD.

SUITE 200-444

PHOENIX, AZ 85028

UNITED STATES

SEC FILE NO.: 801-77826

Investment advisers that are granted registration with the U.S. Securities and Exchange Commission pursuant to
Investment Advisers Act of 1940 rule 203A-2(c) [17 CFR 275.203 A-2(c)] are required to file an amendment to
update their response to Item 2.A. of Form ADV Part 1A within 120 days after the Commission declares their
registration effective. (See Instruction 2.g., Form ADV: Instructions for Part 14.) The amendment must either (1)
indicate the adviser's new basis for eligibility to register with the Commission or (2) indicate that the adviser is not
eligible to register with the Commission and be accompanied by a filing of Form ADV-W to withdraw from
Commission registration.

The Commission declared your registration effective on 04/19/2013. This notice is sent as a reminder of your
upcoming obligation by 08/17/2013 to amend your Form ADV, as discussed above.

To amend Form ADV on the Investment Adviser Registration Depository (IARD) choose to file an Other-Than-
Annual Amendment as the type of filing and update and submit the appropriate response to Item 2.A. Submission
of Form ADV-W to withdraw your registration, if necessary, is also completed through the IARD.

If you believe that after the 120 day period has transpired that you will not be eligible for Commission registration
and you want to continue operating as an investment adviser you will likely have to be registered in at least one
state. You should begin the process of state registration as soon as possible to prevent a gap in adviser registration.
If you have questions pertaining to legal or regulatory issues concerning Form ADV or Form ADV-W, or
registering with the SEC, call or email the SEC at 202.551.6999 or iardlive@sec.gov. If you have questions
pertaining to state registration, call your local state securities regulator.

Note: You cannot contact the SEC by replying to this email.

TRACKING INFO:
Date Generated: 07/18/2013 00:10:03
Firm Sent To: OLYMPUS FINANCIAL ADVISORS, INC.(167141)

THIS COMMUNICATION IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR ENTITY TO
WHICH IT IS ADDRESSED AND CONTAINS OR MAY CONTAIN INFORMATION THAT IS
PRIVILEGED, CONFIDENTIAL OR EXEMPT FROM DISCLOSURE UNDER APPLICABLE LAW. If the
reader of this communication is not the intended recipient (or the employee or agent responsible for delivering to
the intended recipient), you are hereby notified that any dissemination, distribution, or copying of this
communication is strictly prohibited. If you have received this communication in error, please disregard and delete
this communication, and do not disseminate or retain any copy of this communication.

4/23/2014
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Michael Blake
Page 2
Scptamber L2010

Despite these mitigating factors, we have de{e"nmed that the. qeventy o
this activity warrants the following: sanctxons :

Septcmber I3, QOIOand expire on OC
‘v!c)netar; Fine of $2,500. :
. An in-person Compliance Conference in meoin, NE for

requirements regarding outside business activities and pn v
Irans‘actmns

you may not participate in any A‘{C-reiated ,
events or conferences

approved outstdc business actwny, ‘and eachand every proposed private secaritie transactxon
prior to engaging in such transactions.

The sanctions outlined above are base
additional information comes 10-our atter
notified. In addition, please remember the
actmtxes regard mg reai estate transactions.

terms of thc discaplmary action ouﬂmed
Sincerely, .

UPES

Cheryl Heilman 7
Intecim Chicf Compliance Officer
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‘Page 2
Septembar 3,2010

~In signing below, I acknowledge my understandmg of and agreement to the terms of the
: dzsczp}maxw acnon outimeé i this lette;r

/M/ //é’- 5 ; G- 9. /0

Michael Blake SR T S Date

Accepied by Anm:iMs Anvestment Corp.

Cheryl Hoilman | T Date




STATE OF ARIZONA

Corporation Commission

CERTIFICATION

I, Mark Dinell, certify that I am the Assistant Director of the Arizona Corporation
Commission’s Securities Division and that I have legal custody of the records of the Securities
Division. I certify that I have directed a diligent search of the Securities Division records and the
records reflect that during the period of March 9, 2000, to April 3, 2013, Michael J. Blake,
CRD# 2022161, was registered with the Arizona Corporation Commission as a securities
salesman. On May 15, 2013, Michael J. Blake filed an application for registration with the
Commission as a securities salesman in association with Mid Atlantic Capital Corporation,
CRD# 10674. On October 2, 2013, Michael J. Blake filed an application with the
Commission for licensure as an Investment Advisor Representative in association with Mid
Atlantic Financial Management, Inc., CRD# 109771.

IN WITNESS WHEREOQF, I HAVE HEREUNTO SET MY
HAND AND AFFIXED THE OFFICIAL SEAL OF THE
ARIZONA CORPORATION COMMISSION, AT THE
CAPITOL, IN THE CITY OF PHOENIX, THIS ﬁ DAY OF

MARCH, 2014.
\
BY /u}\*«,@@
Mark Dinell

Assistant Director
Securities Division
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Composite Information

Individual CRD#: z.mm L

Iridividual Nam

Full Legal Name ’

e g 8 s

;_Soclal Secur!tv
{Number

Date of Birth
: Employment

Page [ of 1

BLAKE MICHAEL JAMES

: XXX XX =XXXX

(199771)
949

Firm Billing Code

MID ATLANTIC FINANCIAL MANAGEMENT, INC.

St o v B ST S e g 13y o

e b gt Mo

Position

Investment Adviser Representative

Independent Yes

Contractor

1 CRD Branch
éNumber

iFINRA |Address
os: |

§Flr,m
{Bllling
.Code

INon Reglstered ||
: Location - Located
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vReportable
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949
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{Last  |10/08/2013 |
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Current CE Status

CE Inactive

;D!sclosure Counts
i~ Current

TR,

:Criminal_ !Regulatory Action

Customer Complaint

1) 1
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Disclosures e e
Disclosure Counts (Criminal  Regulatory Action
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Composite Information

Individual CRD#: 2022161 Individual Name: BLAKE, MICHAEL J

Page 1 of 1

Full Legal Name BLAKE, MICHAEL JAMES
‘Social Security XXX-XX=XXXX
Number
Date Of Birth 104/11/1956 | /
Employment Name MID ATLANTIC FINANCIAL MANAGEMENT, INC.
v , ~ (109771)
¢ Firm Billing Code 949
. Position Investment Adviser Representative
Independent ﬁYes
_Contractor
+CRD Branch _FINRA Address Firm 'NYSE Branch
Number 0SJ Billing  Code
- Code ‘Number
Non Registered 9900 N. 52ND 949
Location - Located STREET
At PARADISE
o VALLEY, AZ 85253
Residential 9900 N. 52ND STREET
Address PARADISE VALLEY, AZ 85253
‘Reportable Yes
Disclosures?
‘Statutory Timed Last 10/08/2013
Disgualification | Suspension/Bar Updated
Status detes
Has Material No
Difference in
Disclosure?
Current CE Status CE Inactive
Disclosure Counts Criminal Regulatory Action Customer Complaint Other
- Current F 3 : bt 0
Disclosures -
Disclosure Counts .Criminal Regulatory Action Customer Complaint ‘Other
- Historical 0 0 o 2
Disclosures ) ”

Privacy Lega

©P01 FIN

EOEARE R NINAL, S
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~ Web CRD - Registrations Summary [User Name: Chanselman, OrgID: 50011}

Registrations Summary

Individual CRD#: 2022161 Individual Name: BLAKE, MICHAEL ]

Current Firm(s):

Registrations Summary With Current Employers

Page 1 of 5

'Firm Name Firm ‘Start IARD  CRD SFG

S CRD Date Regs. Regs. Member
MID ATLANTIC FINANCIAL MANAGEMENT, 109771  10/2013 Y N N
INC.
Prior Firm(s):

Registrations Summary With Prior Employers

Firm Name Firm Start End  IARD CRD  SFG
» } CRD Date Date Regs. Regs. Member
MID ATLANTIC CAPITAL CORPORATION 10674 05/2013 10/2013 N N N
AMERITAS INVESTMENT CORP., 14869 06/2006 03/2013 N N N
'CARILLON INVESTMENTS, INC. 14646 112002 06/2006 N N N
AXA ADVISORS, LLC 6627  12/1989 10/2002 N N N
THE EQUITABLE LIFE ASSURANCE 4039 12/1989 01/2000 N N N

SOCIETY OF THE UNITED STATES

Back to Top
Registrations with Current Employers

FirmCRD #: 109771 Firm Néme : MID ATLANTIC FINANCIAL MANAGEMENT, INC,

Employment Start Date - 110/02/2013

Regulatory Authority Reéisffatidn l.)rlgi‘ling Date Status Date Rgmﬁtrangnjtams Approval Date

Category

AZ RA 10/02/2013 10/02/2013 PENDING

Back to Top
Registrations with Prior Employers

Firm CRD # : 10674 Firm Name : MID ATLANTIC CAPITAL CORPORATION
Employment Start Date ' 05/15/2013
Employment End Date 10/04/2013

https://crd.finra.org/IPM/vi/crd_ipm_vii RegSummary.aspx?PageName=VI PGNM_REG...

2/26/2014
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Page 2 of 5

Reason for Termination Voluntary
Termination Comment
Firm Name at Termination MID ATLANTIC CAPITAL CORPORATION

Status Date

Regulatory Authority Registrationu vFiIing Date Reuqistration Status Approval Date
Category
FINRA GP 05/15/2013 10/04/2013 TERMED 05/23/2013
FINNA  GS 05/15/2013 10/04/2013 TERMED 05/23/2013
FINRA 1P 05/15/2013 10/04/2013 TERMED 05/23/2013
FINRA IR 05/15/2013 10/04/2013 TERMED 05/23/2013
AZ AG 05/15/2013 10/02/2013 REQUEST_TERM
‘Regulatory Authority Registration,FiIing Date Status Date Registration Status Approval Date
' :Category ‘ :
'ARCA GP 105/15/2013 10/04/2013 TERMED 05/23/2013
ARCA Gs 105/15/2013 10/04/2013 TERMED 05/23/2013
NQX GP ~05/15/2013 10/04/2013 TERMED  05/23/2013
NQX GS 105/15/2013 10/04/2013 TERMED 05/23/2013
NQX 1P 05/15/2013 ' 10/04/2013 TERMED 05/23/2013
NQX IR 05(_15/2013 10/04/2013 TERMED 05/23/2013
Back to Top

Firm CRD # : 14869

Registrations with Prior Employers

- Firm Name : AMERITAS INVESTM‘ENT CORP.

Employment Start Date 06/30/2006
Employment End Date 03/28/2013
Reason for Termination Other
Termination Comment RETIRED.

Firm Name at Terminatioh

AMERITAS INVESTMENT CORP.

Regulatory Authority Registratioh . Filing Date Status Date 'Reqistrat‘ion Status Approval Date
' Category

FINRA GP 06/30/2006 04/03/2013 TERMED 06/30/2006
FINRA GS 06/30/2006 04/03/2013 TERMED 06/30/2006
FINRA Ip 06/30/2006 04/03/2013 TERMED 06/30/2006
FINRA IR 06/30/2006 04/03/2013 TERMED 06/30/2006
AZ AG 06/30/2006 04/03/2013 TERMED 06/30/2006
Regulatory Authority Registration Filing Date Status Date Registration Status Approval Date
: Category g

AL AG 05/23/2008 04/03/2013 TERMED 05/23/2008
CA AG 06/30/2006 04/03/2013 TERMED 06/30/2006
co AG 106/30/2006 04/03/2013 TERMED 06/30/2006
DC AG 101/24/2008 12/31/2008 TERMED 101/24/2008

FL AG 105/12/2010 04/03/2013 TERMED 05/17/2010

https://crd.finra.org/IPM/vi/crd_ipm_vii RegSummary.aspx?PageName=VI PGNM_REG... 2/26/2014
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~ Web CRD - Registrations Summary [User Name: Chanselman, OrgID: 50011]

Page 3 of 5

IA AG 05/17/2007 04/03/2013 TERMED 05/17/2007
IL AG -06/30/2006 04/03/2013 TERMED :06/30/2006
IN AG 06/30/2006 04/03/2013 TERMED 06/30/2006
KS AG 10/06/2011 04/03/2013 TERMED 10/11/2011
MI AG 07/07/2009 04/03/2013 TERMED 07/07/2009
MN AG 06/30/2006 04/03/2013 TERMED 06/30/2006
‘MO AG 10/04/2011 04/03/2013 TERMED 10/04/2011
‘MO AG :06/04/2008 12/31/2009 TERMED 06/04/2008
;MT AG 101/05/2012 :02/10/2012 T_NOREG
NE AG 01/05/2012 02/02/2012 T_NOREG ,
NJ AG 08/15/2008 04/03/2013 TERMED 08/15/2008
NM AG 06/30/2006 04/03/2013 TERMED 06/30/2006
NV AG 01/03/2008 04/03/2013 TERMED 01/03/2008
NY L AG 07/15/2008 12/31/2008 TERMED 07/15/2008
:_OH AG 04/09/2008 04/03/2013 TERMED .04/10/2008
‘OH AG 08/24/2006 12/31/2006 "TER_ME_D, 08/25/2006
OR AG 05/03/2011 02/06/2013 TERMED 05/03/2011
PA AG 01/11/2007 04/03/2013 TERMED 01/11/2007
TN AG 07/11/2007 04/03/2013 TERMED 502[‘1;/2007
TX AG 06/30/2006 04/03/2013 TERMED 06/30/2006
WA AG 08/30/2006 :12/31/2008 TERMED 08/30/2006
WI AG 06/30/2006 04/03/2013 TERMED 06/30/2006
Back to Top

Registrations with Prior Employers

Firm CRD # : 14646

Firm Name : CARILLON INVESTMENTS, INC.

‘Employment Start Date 11/0__1[2002 _
Employment Engl Date 06/30/2006
Reason for Termination ‘Voluntary

-Termination Comment

MASS TRANSFER = 164540

Fi_rm Name at Terminatidh

CARILLON INVESTMENTS, INC.

Regulatory Authority Registration Filing Date Status Date Registration Status Approval Date
(Category . | o

FINRA GP 11/01/2002 06/30/2006 MASS;TRNSF 11/01/2002

FINRA GSs 11/01/2002 06/30/2006 MASS_TRNSF 11/01/2002

FINRA Ip 11/01/2002 06/30/2006 MASS_TRNSF 11/01/2002

FINRA IR 11/01/2002 06/30/2006 MASS_TRNSF 11/01/2002

AZ AG 11/01/2002 06/30/2006 MASS_TRNSF "11/01/2002

AZ RA 11/05/2002 '06/30/2006 T_NOREG

AZ RA 07/16/2003 03/09/2005 . ABANDONED

Regulatory Authority Registration Filing Date Status Date Registration Status Approval Date |
Category _ -

AR AG 111/13/2002 12/31/2005 TERMED 11/13/2002

https://crd.finra.org/IPM/vi/crd_ipm_vii_RegSummary.aspx?PageName=VI PGNM_REG... 2/26/2014
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Page 4 of 5

CA AG 03/08/2006 06/30/2006 MASS_TRNSF 03/08/2006
co AG 11/01/2002 06/30/2006 MASS_TRNSF 111/01/2002
L AG 11/01/2002 106/30/2006 MASS_TRNSF 11/01/2002
IN AG ,1'1/01/2002 06/30/2006 MASS_TRNSF 111/01/2002
:MI AG 11/01/2002 112/31/2003 TERMED 11/01/2002
MN AG 11/01/2002 06/30/2006 MASS_TRNSF 11/01/2002
‘NM AG 11/01/2002 06/30/2006 MASS_TRNSF 11/01/2002
NV AG 01/18/2005 112/31/2005 TERMED 01/18/2005
OH ‘RA 07/11/2003 12/31/2003 TERMED 07/14/2003
PA AG 11/01/2002 12/31/2003 TERMED 11/01/2002
TX AG 11/01/2002 .06/30/2006 MASS_TRNSF 11/01/2002
Wl AG 03/25/2004 06/30/2006 MASS_TRNSF 03/25/2004
Back to Top

Registrations with Prior Employers

Firm CRD # : 6627

Firm Name : AXA ADVISORS, LLC

Employment Start Date 12/01/1989
Employment End Date 10/31/2002
Reason for Termination Voluntary

Termination clomment

Firm Name athTerminatioh

_AXA ADVISORS, LLC

Regulatory Authority Registration Filing Date Status Date Registration Status Approval Date
o Category S N
FINRA GP 07/05/1999 111/07/2002 TERMED 12/07/1999
FINRA GS .07/05/1999 11/07/2002 TERMED 06/01/1999
FINRA Ip 07/05/1999 11/07/2002 TERMED 01/23/1996
FINRA IR 07/05/1999 11/07/2002 'TERMED 02/14/1990
AZ AG 03/09/2000 11/07/2002 TERMED 03/09/2000
Regulatory Authority . Registration Filing Date Status Date Regiétration St'é;tus Approval Date |
Category L - v |
AK AG 07/05/1999 :09/25/1996 TERMED .08/21/1996
AR AG 07/05/1999 11/07/2002 TERMED 09/25/1996
CA AG 07/05/1999 11/07/2002 ' TERMED 05/27/1998
IL AG 07/05/1999 11/07/2002 TERMED 04/07/1990
IN AG . 02/13/2002 11/07/2002 TERMED 02/13/2002
MI AG 07/05/1999 11/07/2002 TERMED 11/15/1996
MN AG 07/05/1999 11/07/2002 'TERMED .03/16/1990
MO AG 07/05/1999 12/31/2001 TERMED 10/08/1998
NM AG 07/05/1999 11/07/2002 TERMED 112/07/1995
SD AG 07/05/1999 01/13/1998 TERMED 12/18/1997
TX AG 08/02/2002 11/07/2002 TERMED ~08/02/2002
TX AG 07/05/1999 12/31/1997 TERMED 12/23/1996

https://crd.finra.org/IPM/vi/erd_ipm_vii_RegSummary.aspx?PageName=VI_PGNM_REG... 2/26/2014
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Backto To

Registrations with Prior Employers

Firm CRD # :
4039 STATES
Emﬁl_io_)yment Start ISate

Firm Name : THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE UNITED

12/01/1989

Employment End Date
Reason for Termination\ ‘
‘Termination Comment

01/06/2000

Firm Name at Termination

THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE UNITED STATES

‘Regulatory A'uthority | Registration Filin'g Dafe Status Date : Registration Status "Approval D‘a‘té“
v Category N : 7
FINRA GP 07/05/1999 01/05/2000 T_NOUS 112/07/1999
FINRA ’_G__,S“ _ 07/05/1999 O_1/05/2000 T_NOUS 06/01/1999
FINRA v P 07/05/1999 01/05/2000 T_NOUS 10/20/1995
FINRA IR 07/05/1999”’01/05/2000 T_NOU5 02/14/1990_
Back to Top
anacy Legai Use of Web CRD® IARDTM or PFRD™ is governed by the Terms & Conditions.
Hutd FilRA A ok RS gy wrk of the Finpnoe! iInduslryy Beguistory Authority, ing
https://crd.finra.org/IPM/vi/crd_ipm_vii RegSummary.aspx?PageName=VI PGNM_REG... 2/26/2014
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. ' Web CRD - [User Name: phuynh, OrgID: 50011] Page 1 of 10
Disclosure Occurrence Composite
Individual CRD#: 2022161 Individual Name: BLAKE, MICHAEL J
‘Occurrence: [1652339
:Disclosure: Regulatory Action
Publicly Yes
‘Disclosable:
Reportable: | Reportabile Reason
Yes
‘Material No
. Difference in
Disclosure:
Latest 'Filing Event First Questions Last
Filings: Date Reported Answered Review
: UB-REGINDVL 03/21/201304/01/2013
Reqgulatory Action
11/13/2013
FINRA
U4-AMENDMENT 03/21/2013|05/20/2013 |14E(1),14E
Regulatory Action (2),14E(4)
09/13/2013
MID ATLANTIC CAPITAL
CORPORATION (10674)

Last Review:

05/21/2013

E_o;pments:

REGULATORY ACTION DRP

This Disclosure Reporting Page is an " INITIAL or © AMENDED

REGULATORY ACTION

1. Regulatory Action initiated by:
A. (Select appropriate item):

" sec oOther Federal Agency  Jurisdiction ® SRO € CFTC

C Foreign Financial Regulatory Authority T Federal Banking Agency € National Credit Union

Administration

 other

Rey. Form U6 (05/2009)

B. Full name of regulator (if other than the SEC) that initiated the action:

FINRA

2. Sanction(s) Sought (select all that apply):

I~ Bar

[T Cease and Desist

[~ Civil and Administrative Penalty(ies)/Fine [ Denial

(s)

I~ Censure

r~

Rev. DRP(05/2009)

Disgorgement

https://crd.finra.org/ipm/vi/crd_ipm_vii_ Disc_OcrncComposite.aspx?INDVL_PK=202216... 4/10/2014




Web CRD - [User Name: phuynh, OrgID: 50011] Page 2 of 10

I Expulsion i~ Monetary Penalty other than " Prohibition
Fines

I~ Reprimand I” Requalification ™ Rescission

I” Restitution I Revocation I Suspension

I~ Undertaking
¥ Other: N/A

. 3. Date Initiated (MM/DD/YYYY): i

03/21/2013 & Exact ¢ Explanation
If not exact, provide explanation:

4, Docket/Case#:
2010021710501

- 5. Employing Firm when activity occurred which led to the regulatory action:
; CARILLON INVESTMENTS, INC. AND AMERITAS INVESTMENT CORPORATION

6. Product Type(s) (select all that apply):

™ No Product I~ Derivative I~ Mutual Fund
I Annuity-Charitable I Direct Investment-DPP & LP [ Oil & Gas
Interests
I~ Annuity-Fixed I~ Equipment Leasing I~ Options
™ Annuity-Variable I~ Equity Listed (Common & T~ Penny Stock
Preferred Stock)
I~ Banking Products (other " Equity-OTC I~ Prime Bank Instrument
than CDs)
Cco I~ Futures Commodity I Promissory Note
™ Commodity Option i Futures-Financial I Real Estate Security
{~ Debt-Asset Backed {"" Index Option I™ Security Futures
" Debt-Corporate "~ Insurance I” Unit Investment Trust
i Debt-Government { Investment Contract I” viatical Settlement
I~ Debt-Municipal " Money Market Fund ¥ Other: AN INVESTMENT
CONTRACT

7. Describe the allegations related to this regulatory action. (Your information must fit within the space
provided.):
FINRA RULE 2010, NASD RULES 2110, 3030, 3040: BLAKE FORMED AN ENTITY SO THAT HE AND
THREE COLLEAGUES COULD POOL FUNDS TO INVEST IN COMMERCIAL REAL ESTATE PROJECTS AND
THROUGH THIS ENTITY HE PARTICIPATED IN PRIVATE SECURITIES TRANSACTIONS WITHOUT
PROVIDING TO HIS MEMBER FIRMS PRIOR WRITTEN NOTICE. THEREAFTER, THE ENTITY'S SIZE AND
SCOPE EXPANDED BEYOND THE SEVERAL INDIVIDUALS WHO INITIALLY FORMED THE ENTITY. THE
ENTITY INVESTED APPROXIMATELY $3,200,000 IN REAL ESTATE PROPERTIES BEING DEVELOPED BY
A REAL ESTATE DEVELOPMENT ENTERPRISE ORGANIZED AS A LIMITED LIABILITY COMPANY. THE
INVESTED FUNDS WERE PROVIDED BY TWENTY-EIGHT INVESTORS AND TWELVE OF THESE
INVESTORS WERE CUSTOMERS OF ONE OR THE OTHER OR OF BOTH OF BLAKE'S FIRMS AT THE TIME
OF THEIR RESPECTIVE INVESTMENTS. BLAKE PERSONALLY INVESTED IN THE PROJECTS. EACH
INVESTMENT OF FUNDS IN THE ENTITY WAS THE PURCHASE OF A SECURITY IN THE FORM OF AN
INVESTMENT CONTRACT. BLAKE PARTICIPATED IN THE SALE OF THE ENTITY'S INVESTMENTS BY
SOLICITING INVESTORS, RECEIVING, PROCESSING AND FORWARDING THE FUNDS THAT WERE
INVESTED, PROVIDING THE INVESTORS WITH DOCUMENTATION EVIDENCING THEIR INVESTMENTS,
FUNCTIONING AS THE POINT OF CONTACT BETWEEN THE INVESTORS AND A REAL ESTATE
DEVELOPMENT ENTERPRISE, APPRISING THE INVESTORS OF THE STATUS OF THE ENTITY'S
INVESTMENTS AND CAUSING THE PREPARATION OF SCHEDULE K1 FORMS. BLAKE COMPLETED HIS
FIRM'S ANNUAL COMPLIANCE QUESTIONNAIRES AND ANSWERED "YES" WHEN ASKED IF HE
UNDERSTOOD HE WAS NOT PERMITTED TO COMMINGLE HIS FUNDS WITH A CLIENT'S FUNDS AND

https://crd.finra.org/ipm/vi/crd_ipm_vii Disc_OcrncComposite.aspx?INDVL_PK=202216... 4/10/2014



Web CRD - [User Name: phuynh, OrgID: 50011] Page 3 of 10

THAT HE WAS NOT TO ACCEPT A CLIENT'S CHECK MADE PAYABLE TO HIM OR ANY ENTITY OR
PERSON ASSOCIATED WITH HIM FOR A SECURITIES TRANSACTION, BUT, BLAKE CONTINUED TO
ACCEPT CHECKS MADE PAYABLE TO THE ENTITY AND HE COMMINGLED HIS FUNDS WITH CLIENT'S
FUNDS IN THE ENTITY'S BANK ACCOUNT. BLAKE NEVER ADVISED HIS FIRMS ORALLY OR IN
WRITING THAT HE WAS PARTICIPATING IN THE PRIVATE SECURITIES TRANSACTIONS. TO THE
CONTRARY, BLAKE INDICATED EACH YEAR, IN ANNUAL COMPLIANCE QUESTIONNAIRES, THAT HE
HAD NOT ENGAGED IN PRIVATE SECURITIES TRANSACTIONS. THE REAL ESTATE DEVELOPMENT
ENTERPRISE FILED FOR BANKRUPTCY AND, TO DATE, NONE OF THE INVESTORS IN THE ENTITY'S
INVESTMENTS HAVE RECEIVED A RETURN OF THEIR PRINCIPAL OR ANY INTEREST OR OTHER
PAYMENTS. BLAKE COMPLETED HIS ASSOCIATED FIRM QUESTIONNAIRES AND FALSELY ANSWERED
"NO" WHEN ASKED IF HE HAD ENGAGED IN PRIVATE SECURITIES TRANSACTIONS. BLAKE DID
DISCLOSE THE ENTITY AS AN OUTSIDE BUSINESS IN OCUTSIDE BUSINESS ACTIVITY FORMS ON
AUGUST 31, 2003, SEPTEMBER 8, 2004, MARCH 14, 2005 AND OCTOBER 1, 2007. HOWEVER, BLAKE
DID NOT DISCLOSE THE ENTITY AS AN OQUTSIDE BUSINESS IN QUTSIDE BUSINESS ACTIVITY FORMS
WHICH HE COMPLETED ON SEPTEMBER 18, 2006 AND JULY 31, 2008, INQUIRING INTO ALL OF HIS
OUTSIDE BUSINESS ACTIVITIES. THE ENTITY'S SIZE, SCOPE AND ACTIVITY CHANGED
SIGNIFICANTLY AFTER BLAKE'S INITIAL DISCLOSURE AND THESE CHANGES CAUSED THE INITIAL
DISCLOSURE TO BECOME INACCURATE AND, GIVEN THE NATURE AND EXTENT OF ITS ACTIVITIES,
MISLEADING. BLAKE DID NOT AMEND OR UPDATE THE QUTSIDE BUSINESS DISCLOSURE
CONCERNING THE ENTITY AT ANY TIME. BLAKE'S FALSE AND INCOMPLETE INFORMATION ON
COMPLIANCE QUESTIONNAIRES AND BY FAILING TO UPDATE AND CORRECT HIS OUTSIDE BUSINESS
DISCLOSURE MISLED HIS FIRM. BY MISLEADING THE FIRM, BLAKE DEPRIVED HIS EMPLOYER OF
INFORMATION THAT COULD HAVE RESULTED IN THE DETECTION OF HIS PARTICIPATION IN PRIVATE
SECURITIES TRANSACTIONS, NOTWITHSTANDING HIS FAILURE TO MAKE AN AFFIRMATIVE
DISCLOSURE IN THE QUESTIONNAIRES. BLAKE FAILED TO PROVIDE HIS FIRM WITH ANY NOTICE AT
ALL, INCLUDING WRITTEN NOTICE, OF A SECOND LIMITED LIABILITY COMPANY HE CAUSED TO BE
CREATED.

8. Current Status?
e Pending  on Appeal @ Final

9. If pending, are there any limitations or restrictions currently in effect?

T Yes ® No
If the answer is 'yes', provide details:

10. If on appeal:
A. Action appealed to:

. sec € SRO € CFTC 1 Federal Court ¥ State Agency or Commission  state
Court £ Other:
B. Date appeal filed (MM/DD/YYYY):

C exact © Explanation
If not exact, provide explanation:
C. Are there any limitations or restrictions currently in effect while on appeal?
C ves € No
If the answer is 'yes', provide details:

If Final or On Appeal, complete all items below. For Pending Actions, complete Item 14 only.

11. Resolution Detail:
A. How was matter resolved? (select appropriate item):

. Acceptance, Waiver & Consent (AWC) € Consent € Decision
* Decision & Order of Offer of Settlement € Dismissed  Order
T settled & Stipulation and Consent T vacated
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" Vacated Nunc Pro Tunc/ab initio T withdrawn

€ Other:
B. Resolution Date (MM/DD/YYYY):

09/09/2013 ® Exact € Explanation
If not exact, provide explanation:

12. Does the order constitute a final order based on violations of any laws or regulations that prohibit
frauduient, manipulative, or deceptive conduct?

T ves © No

13. Sanction Detail:
A. Were any of the following sanctions ordered? (Select all appropriate items):

I~ Bar (Permanent) I” Bar (Temporary/Time Limited) I” Cease and Desist
I~ Censure ¥ Civil and Administrative Penalty I Denial
(ies)/Fine(s)

I Disgorgement I Expulsion I™ Letter of
Reprimand

" Monetary Penalty other than T Prohibition {~ Requalification

Fines

I~ Rescission I~ Restitution " Revocation

¥ Suspension I Undertaking

B. Other sanctions ordered:

C. If the regulator provided in Question 1A above is the SEC, CFTC, an SRO, did the action result in a
finding of a willful violation or failure to supervise?

T Yes ® No
If yes, was the subject found to have:

(1) willfully violated any provision of the Securities Act of 1933, the Securities Exchange Act of
1934, the Investment Advisers Act of 1940, the Investment Company Act of 1940, the Commodity
Exchange Act, or any rule or regulation under any of such Acts, or any of the rules of the Municipal
Securities Rulemaking Board, or to have been unable to comply with any provision of such Act, rule
or regulation?

8 Yes C No

(2) willfully aided, abetted, counseled, commanded, induced, or procured the violation by any
person of any provision of the Securities Act of 1933, the Securities Exchange Act of 1934, the
Investment Advisers Act of 1940, the Investment Company Act of 1940, the Commodity Exchange
Act, or any rule or regulation under any of such Acts, or any of the rules of the Municipal Securities
Rulemaking Board?

C ves € No

(3) failed reasonably to supervise another person subject to the subject's supervision, with a view
to preventing the violation by such person of any provision of the Securities Act of 1933, the
Securities Exchange Act of 1934, the Investment Advisers Act of 1940, the Investment Company

Act of 1940, the Commodity Exchange Act, or any rule or regulation under any of such Acts, or any
of the rules of the Municipal Securities Rulemaking Board?

e Yes 7 No

D. If suspended or barred, provide:
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Sanction Details
* If suspended or barred, provide:
. Sanction Type: Suspension

Registration Capacities affected (e.g., Genera! Securities
Principal, Financial Operations Principal, All Capacities, etc.):
ALL CAPACITIES

- Duration (length of time):
: ONE YEAR ® Exact © Explanation

If not exact, provide explanation:

Start Date (MM/DD/YYYY):

10/07/2013 ' Exact T Explanation
If not exact, provide explanation:

End Date (MM/DD/YYYY):

10/06/2014 ® Exact © Explanation
If not exact, provide explanation:

E. If requalification by exam/retraining was a condition of the sanction, provide:

F. If disposition resulted in a fine, penalty, restitution, disgorgement or monetary compensation,
provide:

Monetary Sanction Details

- If disposition resulited in a fine, penalty, restitution, disgorgement or monetary compensation,
provide:

Monetary Related Sanction Type: Civil and Administrative Penalty(ies)/Fine(s)

Total Amount:
$ 10,000.00

. Portion Levied against You :
©$10,000.00

. Payment Plan:

Is Payment Plan Current? Cves " No
Date Paid by You (MM/DD/YYYY):
10/04/2013 ® Exact { Explanation

If not exact, provide explanation:

Was any portion of penalty waived?  ves € nNo

If yes, amount:

. 14. Comment (Optional). You may use this field to provide a brief summary of the circumstances leading

~ to the action as well as the current status or final disposition and/or finding(s). Include relevant
terms, conditions and dates. Include the number of investors in the reporting jurisdiction, the total
number of investors in the program, the amount invested in the reporting jurisdiction, the total
amount invested and whether the action is based on a referral or investigation from your securities
division. Your information must fit within the space provided.
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WITHOUT ADMITTING OR DENYING THE ALLEGATIONS, BLAKE CONSENTED TO THE DESCRIBED
SANCTIONS AND TO THE ENTRY OF FINDINGS; THEREFORE HE IS FINED $10,000 AND SUSPENDED
FROM ASSOCIATION WITH ANY FINRA MEMBER IN ALL CAPACITIES FOR ONE YEAR. THE
SUSPENSION IS IN EFFECT FROM OCTOBER 7, 2013, THROUGH OCTOBER 6, 2014. FINE PAID IN
FULL 10/04/13.

Rey, Form U4 (05/2009)

‘This Disclosure Reporting Page is an " INITIAL or * AMENDED response to report details for
-affirmative response(s) to Question(s) 14C, 14D, 14E, 14F and 14G(1) on Form U4;

REGULATORY ACTION Rev. DRP. (05/2009)

Check the question(s) you are responding to, regardless of whether you are answering the
question(s) "yes" or amending the answer(s) to "no":

" 1ac(r) T 1ap(1)(a) vV 14e(1) I~ 14F

" 14ac(2) " 14D(1)(b) ¥ 148(2)

I~ 14c(3) T 140(1)(0) I~ 148(3) 7 14G6(1)
™ 14¢c(4) [T 14ap(1)(d) ¥V 14E(4)

I~ 14¢(5) ™ 14Dp(1)(e) I~ 14€(5)

™ 14c(6) 7 14p(2)(a) I~ 14E(6)

T 1ac(7) I~ 14D(2)(b) I~ 14E(7)

I~ 14c(8)

.One event may result in more than one affirmative answer to the above items. Use only one DRP to report
details related to the same event. If an event gives rise to actions by more than one regulator, provide
details to each action on a separate DRP.

1. Regulatory Action initiated by:
A. (Select appropriate item):

" Sec ' Other Federal Agency ¢ Jurisdiction # SRO © CFTC
s Foreign Financial Regulatory Authority ' Federal Banking Agency € National Credit Union

Administration € Other
B. Full name of regulator (if other than the SEC) that initiated the action:
FINRA

2. Sanction(s) Sought (select all that apply):

I~ Bar [ Cease and Desist I censure

[ Civil and Administrative Penalty(ies)/Fine [ Denial i

(s) Disgorgement

I~ Expulsion ™ Monetary Penalty other than I prohibition
Fines

{" Reprimand I~ Requalification I Rescission

{~ Restitution I Revocation I suspension

I~ Undertaking
IV Other: N/A
3. Date Initiated (MM/DD/YYYY):

03/21/2013 & Exact € Explanation
If not exact, provide explanation:
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4, Docket/Case#:
2010021710501

5. Employing Firm when activity occurred which led to the regulatory action:
CARILLON INVESTMENTS, INC. AND AMERITAS INVESTMENT CORPORATION

6. Product Type(s) (select all that apply):

I No Product " Derivative I Mutual Fund
7 Annuity-Charitable ™ Direct Investment-DPP & LP [ Oil & Gas
Interests
I~ Annuity-Fixed ™ Equipment Leasing I~ Options
™ Annuity-Variable I~ Equity Listed (Common & I Penny Stock
Preferred Stock)
I~ Banking Products (other I~ Equity-OTC I Prime Bank Instrument
than CDs)
“co I~ Futures Commodity ™ Promissory Note
™ Commodity Option {~ Futures-Financial I~ Real Estate Security
I~ Debt-Asset Backed I Index Option © Security Futures
[ Debt-Corporate I~ Insurance {” Unit Investment Trust
I~ Debt-Government " Investment Contract I viatical Settlement
I” Debt-Municipal ™ Money Market Fund ¥ Other: AN INVESTMENT
CONTRACT

7. Describe the allegations related to this regulatory action. (Your information must fit within the space
provided.):
FINRA RULE 2010, NASD RULES 2110, 3030, 3040: BLAKE FORMED AN ENTITY SO THAT HE AND
THREE FRIENDS COULD POOL FUNDS TO INVEST IN COMMERCIAL REAL ESTATE PROJECTS AND
THROUGH THIS ENTITY HE PARTICIPATED IN PRIVATE SECURITIES TRANSACTIONS WITHOUT
PROVIDING TO HIS MEMBER FIRMS PRIOR WRITTEN NOTICE. THEREAFTER, THE ENTITY'S SIZE AND
SCOPE EXPANDED BEYOND THE SEVERAL INDIVIDUALS WHO INITIALLY FORMED THE ENTITY. THE
ENTITY INVESTED APPROXIMATELY $3,200,000 IN REAL ESTATE PROPERTIES BEING DEVELOPED BY
A REAL ESTATE DEVELOPMENT ENTERPRISE ORGANIZED AS A LIMITED LIABILITY COMPANY. THE
INVESTED FUNDS WERE PROVIDED BY TWENTY-EIGHT INVESTORS AND TWELVE OF THESE
INVESTORS WERE CUSTOMERS OF ONE OR THE OTHER OR OF BOTH OF BLAKE'S FIRMS AT THE TIME .
OF THEIR RESPECTIVE INVESTMENTS. BLAKE PERSONALLY INVESTED IN THE PROJECTS. EACH
INVESTMENT OF FUNDS IN THE ENTITY WAS THE PURCHASE OF A SECURITY IN THE FORM OF AN
INVESTMENT CONTRACT, BLAKE PARTICIPATED IN THE SALE OF THE ENTITY'S INVESTMENTS BY
SOLICITING INVESTORS, RECEIVING, PROCESSING AND FORWARDING THE FUNDS THAT WERE
INVESTED, PROVIDING THE INVESTORS WITH DOCUMENTATION EVIDENCING THEIR INVESTMENTS,
FUNCTIONING AS THE POINT OF CONTACT BETWEEN THE INVESTORS AND A REAL ESTATE
DEVELOPMENT ENTERPRISE, APPRISING THE INVESTORS OF THE STATUS OF THE ENTITY'S
INVESTMENTS AND CAUSING THE PREPARATION OF SCHEDULE K1 FORMS, BLAKE COMPLETED HIS
FIRM'S ANNUAL COMPLIANCE QUESTIONNAIRES AND ANSWERED "YES" WHEN ASKED IF HE
UNDERSTOOD HE WAS NOT PERMITTED TO COMMINGLE HIS FUNDS WITH A CLIENT'S FUNDS AND
THAT HE WAS NOT TO ACCEPT A CLIENT'S CHECK MADE PAYABLE TO HIM OR ANY ENTITY OR
PERSON ASSOCIATED WITH HIM FOR A SECURITIES TRANSACTION. BUT, BLAKE CONTINUED 7O
ACCEPT CHECKS MADE PAYABLE TO THE ENTITY AND HE COMMINGLED HIS FUNDS WITH CLIENT'S
FUNDS IN THE ENTITY'S BANK ACCOUNT. BLAKE NEVER ADVISED HIS FIRMS ORALLY OR IN
WRITING THAT HE WAS PARTICIPATING IN THE PRIVATE SECURITIES TRANSACTIONS. TO THE
CONTRARY, BLAKE INDICATED EACH YEAR, IN ANNUAL COMPLIANCE QUESTIONNAIRES, THAT HE
HAD NOT ENGAGED IN PRIVATE SECURITIES TRANSACTIONS. THE REAL ESTATE DEVELOPMENT
ENTERPRISE FILED FOR BANKRUPTCY AND, TO DATE, NONE OF THE INVESTORS IN THE ENTITY'S
INVESTMENTS HAVE RECEIVED A RETURN OF THEIR PRINCIPAL OR ANY INTEREST OR OTHER
PAYMENTS. BLAKE COMPLETED HIS ASSOCIATED FIRM QUESTIONNAIRES AND FALSELY ANSWERED
"NO" WHEN ASKED IF HE HAD ENGAGED IN PRIVATE SECURITIES TRANSACTIONS. BLAKE DID
DISCLOSE THE ENTITY AS AN QUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS ON
AUGUST 31, 2003, SEPTEMBER 8, 2004, MARCH 14, 2005 AND OCTOBER 1, 2007. HOWEVER, BLAKE
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10.

- If Final or On Appeal, complete all items below. For Pending Actions, complete Item 14 only.

11. Resolution Detail:
A. How was matter resolved? (select appropriate item):

12. Does the order constitute a final order based on violations of any laws or regulations that prohibit
fraudulent, manipulative, or deceptive conduct?

Current Status?
C Pending  on Appeal & Final

If pending, are there any limitations or restrictions currently in effect?

C ves & No
If the answer is 'yes', provide details:

A. Action ap"pealed to:

B. Date appeal filed (MM/DD/YYYY):

C. Are there any limitations or restrictions currently in effect while on appeal?

B. Resolution Date (MM/DD/YYYY):

DID NOT DISCLOSE THE ENTITY AS AN QUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS
WHICH HE COMPLETED ON SEPTEMBER 18, 2006 AND JULY 31, 2008, INQUIRING INTO ALL OF HIS
OUTSIDE BUSINESS ACTIVITIES. THE ENTITY'S SIZE, SCOPE AND ACTIVITY CHANGED
SIGNIFICANTLY AFTER BLAKE'S INITIAL DISCLOSURE AND THESE CHANGES CAUSED THE INITIAL
DISCLOSURE TO BECOME INACCURATE AND, GIVEN THE NATURE AND EXTENT OF ITS ACTIVITIES,
MISLEADING. BLAKE DID NOT AMEND OR UPDATE THE OUTSIDE BUSINESS DISCLOSURE
CONCERNING THE ENTITY AT ANY TIME, BLAKE'S FALSE AND INCOMPLETE INFORMATION ON
COMPLIANCE QUESTIONNAIRES AND BY FAILING TO UPDATE AND CORRECT HIS OUTSIDE BUSINESS
DISCLOSURE MISLED HIS FIRM. BY MISLEADING THE FIRM, BLAKE DEPRIVED HIS EMPLOYER OF
INFORMATION THAT COULD HAVE RESULTED IN THE DETECTION OF HIS PARTICIPATION IN PRIVATE
SECURITIES TRANSACTIONS, NOTWITHSTANDING HIS FAILURE TO MAKE AN AFFIRMATIVE
DISCLOSURE IN THE QUESTIONNAIRES. BLAKE FAILED TO PROVIDE HIS FIRM WITH ANY NOTICE AT
ALL, INCLUDING WRITTEN NOTICE, OF A SECOND LIMITED LIABILITY COMPANY HE CAUSED TO BE
CREATED. '

If on appeal:

T sec € sRo € crre € Federal Court € State Agency or Commission ' State
Court € Other:

€ Exact € Explanation
If not exact, provide explanation:

© ves ¥ No
If the answer is 'yes', provide details:

C Acceptance, Waiver & Consent (AWC) € Consent € Decision
¥ Decision & Order of Offer of Settlement T Dismissed ' Order
' settled C Stipulation and Consent € Vacated
€ vacated Nunc Pro Tunc/ab initio € withdrawn

' Other:

09/09/2013 ® Exact € Explanation
If not exact, provide explanation:

C ves # No
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: 13. Sanction Detail:
A. Were any of the following sanctions ordered? (Select all appropriate items):

I~ Bar (Permanent) i~ Bar (Temporary/Time Limited) I~ Cease and Desist
I~ Censure ¥ Civil and Administrative Penalty I~ Denial
(ies)/Fine(s)

{~ Disgorgement I~ Expulsion I Letter of
Reprimand

™ Monetary Penalty other than { Prohibition I Requalification

Fines «

™ Rescission I Restitution I Revocation

¥ Suspension i~ Undertaking

B. Other sanctions ordered:
C. If suspended or barred, provide:

Sanction Details
If suspended or barred, provide:
Sanction Type: Suspension

Registration Capacities affected (e.g., General Securities
Principal, Financial Operations Principal, All Capacities, etc.):
- ALL CAPACITIES

Duration (length of time):
. ONE YEAR & Exact ¢ Explanation
If not exact, provide explanation:
Start Date (MM/DD/YYYY):
10/07/2013 ' Exact ©° Explanation
If not exact, provide explanation:
End Date (MM/DD/YYYY):
10/06/2014 ® Exact c Explanation
If not exact, provide explanation:

D. If requalification by exam/retraining was a condition of the sanction, provide:

E. If disposition resulted in a fine, penalty, restitution, disgorgement or monetary compensation,
provide:

Monetary Sanction Details

- If disposition resulted in a fine, penalty, restitution, disgorgement or monetary compensation,
provide:

Monetary Related Sanction Type: Civil and Administrative Penalty(ies)/Fine(s)

Total Amount:
$ 10,000.00

Portion Levied against You :
$ 10,000.00

Payment Plan:

- Is Payment Plan Current? C ves ' No
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Date Paid by You (MM/DD/YYYY):
T Exact © Explanation

If not exact, provide explanation:

Was any portion of penalty waived? C ves ® No
If yes, amount:

- 14. Comment (Optional). You may use this field to provide a brief summary of the circumstances leading
to the action as well as the current status or disposition and/or finding(s). Your information must fit
within the space provided. '

WITHOUT ADMITTING OR DENYING THE ALLEGATIONS, BLAKE CONSENTED TO THE DESCRIBED
SANCTIONS AND TO THE ENTRY OF FINDINGS; THEREFORE HE IS FINED $10,000 AND SUSPENDED
FROM ASSOCIATION WITH ANY FINRA MEMBER IN ALL CAPACITIES FOR ONE YEAR. THE
SUSPENSION IS IN EFFECT FROM OCTOBER 7, 2013, THROUGH OCTOBER 6, 2014.

Privacy  Legal = Use of Web CRD®, IARD™, or PFRD™ is governed by the Terms & Conditions.

@204 FINFA, Al vghts reserved, FINRA S » registersd trademark of he Financial Induslyy Regulatory Authority, inc
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Notice

CRD® or IARD(TM) Information: This report contains information from the CRD (Central Registration Depository)
system, or the IARD system (Investment Advisers Registration Depository), which are operated by FINRA, a national
securities association registered under the Securities Exchange Act of 1934. The CRD system primarily contains
information submitted on uniform broker-dealer and agent registration forms and certain other information related to
registration and licensing. The IARD system primarily contains information submitted on uniform investment adviser and
agent registration forms and certain other information related to registration and licensing. The information on Uniform
Forms filed with the CRD or IARD is deemed to have been filed with each reguiator with which the applicant seeks to be
registered or licensed and shall be the joint property of the applicant and such regulators. The compilation constituting the
CRD database as a whole is the property of FINRA. Neither FINRA nor a participating regulator warrants or guarantees
the accuracy or the completeness of the CRD or IARD information. CRD information consists of reportable and non-
reportable information.

FINRA operates the CRD system in its capacity as a registered national securities association and pursuant to an
agreement with the North American Securities Administrators Association, Inc. (NASAA).

FINRA operates the IARD system as a vendor pursuant to a contract with the Securities and Exchange Commission and
undertakings with NASAA and participating state regulators.

Reportable Information: Information that is required to be reported on the current version of the uniform registration
forms.

Non-Reportable Information: Information that is not currently reportable on a uniform registration form. Information
typically is not reportable because it is out-of-date; it was reported in error; or some change occurred either in the
disposition of the underlying event after it was reported or in the question on the form that elicited the information.
Although not currently reportable, this information was once reported on a uniform form and, consequently, may have
become a state record. Users of this information should recognize that filers have no obligation to update non-reportable
data; accordingly, it may not reflect changes that have occurred since it was reported.
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Details for Request#: 13095903
Report: Snapshot - Individual
Requested By: PTH

Parameter Name

Request by CRD# or SSN:
Individual CRD# or SSN
Include Personal Information?

Include All Registrations with Employments:

Include All Registrations for Current and/or Previous Employments with:

Include Professional Designations?

Include Employment History?

Include Other Business?

Include Exam Information?

Include Continuing Education Information? (CRD Only)

Include Filing History? (CRD Only)

Include Current Reportable Disclosure Information?

Include Regulator Archive and Z Record information? (CRD Only)

Value
CRD#
2022161
Yes

Both Current and Previous
Employments

All Regulators
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Individual 2022161 - BLAKE, MICHAEL JAMES

Administrative Information
Composite Information

Full Legal Name BLAKE, MICHAEL JAMES
State of Residence AZ

Active Employments

Current Employer MID ATLANTIC FINANCIAL MANAGEMENT, INC.(109771)
Firm Main Address 1251 WATERFRONT PLACE
SUITE 510
PITTSBURGH
PA, UNITED STATES
16222-4235
Firm Mailing Address
Business Telephone# 412-391-7077
Independent Contractor Yes

Office of Emplovment Address

CRD NYSE Branch Firm Billing Registered Private Address Address Type of
Branch# Code# Code Location? Residence? Start Date End Date Office
949 No Yes 10/02/2013 Located At

Address 9900 N. 52ND STREET
PARADISE VALLEY, AZ 85253 UNITED STATES

Reportable Disclosures? Yes

Statutory Disqualification? SDTMSPNSNBAR
Registered With Multiple Firms?  No

Material Difference in Disclosure? No

Personal Information

Individual CRD# 2022161
Other Names Known By <<No Other Names found for this Individual.>>
Year of Birth 1956

Registrations with Current Employer(s)

From 10/02/2013 To Present MID ATLANTIC FINANCIAL MANAGEMENT, INC.(109771)
Regulator  Registration Category Status Date Registration Status Approval Date
AZ RA 10/02/2013 PENDING

Registrations with Previous Employer(s)

From 05/15/2013 To 10/04/2013 MID ATLANTIC CAPITAL CORPORATION(10674)

Reason for Termination  Voluntary

Termination Comment

Regulator  Registration Category Status Date Registration Status Approval Date

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Individual 2022161 - BLAKE, MICHAEL JAMES

Administrative Information
Registrations with Previous Employer(s)

Regulator  Registration Category Status Date Registration Status Approval Date
ARCA GP 10/04/2013 TERMED 05/23/2013
ARCA GS 10/04/2013 TERMED 05/23/2013
AZ AG 10/02/2013 REQUEST_TERM

FINRA GP 10/04/2013 TERMED 05/23/2013
FINRA GS 10/04/2013 TERMED 05/23/2013
FINRA P 10/04/2013 TERMED 05/23/2013
FINRA IR 10/04/2013 TERMED 05/23/2013
NQX GP 10/04/2013 TERMED - 05/23/2013
NQX GS 10/04/2013 TERMED 05/23/2013
NQX P 10/04/2013 TERMED 05/23/2013
NQX IR 10/04/2013 TERMED 05/23/2013

From 06/30/2006 To 03/28/2013 AMERITAS INVESTMENT CORP.(14869)
Reason for Termination Other
Termination Comment RETIRED.

Regulator  Registration Category Status Date Registration Status Approval Date
AL AG 04/03/2013 TERMED 05/23/2008
AZ AG 04/03/2013 TERMED 06/30/2006
CA AG 04/03/2013 TERMED 06/30/2006
CoO AG 04/03/2013 TERMED 06/30/2006
DC AG 12/31/2008 TERMED 01/24/2008
FINRA GP 04/03/2013 TERMED 06/30/2006
FINRA GS 04/03/2013 TERMED 06/30/2006
FINRA P 04/03/2013 TERMED 06/30/2006
FINRA IR 04/03/2013 TERMED 06/30/2006
FL AG 04/03/2013 TERMED 05/17/2010
1A AG 04/03/2013 TERMED 05/17/2007
iL AG 04/03/2013 TERMED 06/30/2006
IN AG 04/03/2013 TERMED 06/30/2006
KS AG 04/03/2013 TERMED 10/11/2011
Ml AG 04/03/2013 TERMED 07/07/2009
MN AG 04/03/2013 TERMED 06/30/2006
MO AG 04/03/2013 TERMED 10/04/2011
MO AG + 12/31/2009 TERMED 06/04/2008
MT AG 02/10/2012 T_NOREG

NE AG 02/02/2012 T_NOREG .
NJ AG 04/03/2013 TERMED 08/15/2008
NM AG 04/03/2013 TERMED 06/30/2006
NV AG 04/03/2013 TERMED 01/03/2008
NY AG 12/31/2008 TERMED 07/15/2008
OH AG 04/03/2013 TERMED 04/10/2008
OH AG 12/31/2006 TERMED 08/25/2006
OR AG 02/06/2013 TERMED 05/03/2011
PA AG 04/03/2013 TERMED 01/11/2007

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Individual 2022161 - BLAKE, MICHAEL JAMES

Administrative Information
Registrations with Previous Employer(s)

Regulator  Registration Category Status Date Registration Status
TN AG 04/03/2013 TERMED
X AG 04/03/2013 TERMED
WA AG 12/31/2008 TERMED
wi AG 04/03/2013 TERMED

From 11/01/2002 To 06/30/2006 CARILLON INVESTMENTS, INC.(14646)
Reason for Termination  Voluntary
Termination Comment MASS TRANSFER = 164540

Regulator  Registration Category Status Date Registration Status
AR AG 12/31/2005 TERMED

AZ AG 06/30/2006 MASS_TRNSF
AZ RA 06/30/2006 T_NOREG

AZ RA 03/09/2005 ABANDONED
CA AG 06/30/2006 MASS_TRNSF
co AG 06/30/2006 MASS_TRNSF
FINRA GP 06/30/2006 MASS_TRNSF
FINRA GS 06/30/2006 MASS_TRNSF
FINRA P 06/30/2006 MASS_TRNSF
FINRA IR ‘ 06/30/2006 MASS_TRNSF
L AG 06/30/2006 MASS_TRNSF
IN AG 06/30/2006 MASS_TRNSF
Mi AG 12/31/2003 TERMED

MN AG 06/30/2006 MASS_TRNSF
NM AG 06/30/2006 MASS_TRNSF
NV AG 12/31/2005 TERMED

OH RA 12/31/2003 TERMED

PA AG 12/31/2003 TERMED

X AG 06/30/2006 MASS_TRNSF
wi AG 06/30/2006 MASS_TRNSF

From 12/01/1989 To 10/31/2002 AXA ADVISORS, LLC(6627)
Reason for Termination  Voluntary
Termination Comment

Regulator  Registration Category Status Date Registration Status
AK AG 09/25/1996 TERMED
AR AG 11/07/2002 TERMED
AZ AG 11/07/2002 TERMED
CA AG 11/07/2002 TERMED
FINRA GP 11/07/2002 TERMED
FINRA GS 11/07/2002 TERMED
FINRA IP 11/07/2002 TERMED
FINRA IR 11/07/2002 TERMED
IL AG 11/07/2002 TERMED
IN AG 11/07/2002 TERMED

Approval Date
07/11/2007
06/30/2006
08/30/2006
06/30/2006

Approval Date
11/13/2002
11/01/2002

03/08/2006
11/01/2002
11/01/2002
11/01/2002
11/01/2002
11/01/2002
11/01/2002
11/01/2002
11/01/2002
11/01/2002
11/01/2002
01/18/2005
07/14/2003
11/01/2002
11/01/2002
03/25/2004

Approval Date
08/21/1996
09/25/1996
03/09/2000
05/27/1998
12/07/1999
06/01/1999
01/23/1996
02/14/1990
04/07/1990
02/13/2002
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Administrative Information
Registrations with Previous Employer(s)

Regulator  Registration Category Status Date Registration Status Approval Date
Mi AG 11/07/2002 TERMED 11/15/1996

MN AG 11/07/2002 TERMED 03/16/1990
MO AG 12/31/2001 TERMED ' 10/08/1998

NM AG 11/07/2002 TERMED 12/07/1995

SD AG 01/13/1998 TERMED 12/18/1997

TX AG 11/07/2002 TERMED 08/02/2002

X AG 12/31/1997 TERMED 12/23/1996
From 12/01/1989 To 01/06/2000 THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE UNITED

STATES(4039)

Reason for Termination
Termination Comment

Regulator  Registration Category Status Date Registration Status Approval Date
FINRA GP 01/05/2000 T_NOUS 12/07/1999
FINRA GS 01/05/2000 T_NOUS 06/01/1999
FINRA P 01/05/2000 T_NOUS 10/20/1995
FINRA IR 01/05/2000 T_NOUS 02/14/1990

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Administrative Information
Professional Designations

<<No Professional Designations found for this Individual.>>

Employment History

From

From

From

From

From

From

From

From

10/2013

10/2002

05/2013

06/2006

06/2006

06/2006

09/2002

11/2002

To

To

To

To

To

To

To

To

Present

Present

10/2013

03/2013

03/2013

12/2011

12/2011

06/2006

Name
Location

Position

MID ATLANTIC FINANCIAL MANAGEMENT, INC
PITTSBURGH, PA, USA
INVESTMENT ADVISOR REPRESENTATIVE

Investment Related Yes

Name
Location

Position

OLYMPUS FINANCIAL ADVISORS
SCOTTSDALE, AZ, USA
PRESIDENT AND CEO

Investment Related Yes

Name
Location

Position

MID ATLANTIC CAPITAL CORPORATION
SACRAMENTO, CA, USA
REGISTERED REPRESENTATIVE

Investment Related Yes

Name
Location

Position

AMERITAS INVESTMENT CORP.

LINCOLN, NE, USA
REGISTERED REPRESENTATIVE

Investment Related Yes

Name
Location
Position

AMERITAS LIFE INSURANCE CORP.

LINCOLN, NE, USA
LICENSED AGENT

Investment Related Yes

Name
L.ocation

Position

ACACIA LIFE INSURANCE

BETHESDA, MD, USA
LICENSED AGENT

Investment Related Yes

Name
Location
Position

UNION CENTRAL LIFE INSURANCE
CINCINNATI, OH, USA
LICENSED AGENT

Investment Related Yes

Name
Location

Position

CARILLON INVESTMENTS, INC.
CINCINNATI, OH, USA
REGISTERED REPRESENTATIVE

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Individual 2022161 - BLAKE, MICHAEL JAMES

Administrative Information
Employment History
Investment Related Yes

From 12/1989 To 10/2002 Name EQ FINANCIAL CONSULTANTS, INC.
Location ALBUQUERQUE, NM
Position NOT PROVIDED
Investment Related Yes

From 12/1989 To 10/2002 Name THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE
UNITED STATES

Location ALBUQUERQUE, NM
Position NOT PROVIDED
Investment Related Yes

Office of Employment History

From 10/2013 To Present

Name  MID ATLANTIC FINANCIAL MANAGEMENT, INC.(109771)

Independent Contractor Yes ’

Office of Emplovment Address

CRD NYSE Branch Firm Billing Registered Private Address Address Type of
Branch# Code# Code Location? Residence? Start Date End Date Office
949 No Yes 10/02/2013 Located At

Address 9900 N. 52ND STREET
PARADISE VALLEY, AZ 85253 UNITED STATES

From 05/2013 To 10/2013
Name  MID ATLANTIC CAPITAL CORPORATION(10674)
Independent Contractor Yes

Office of Emplovment Address

CRD NYSE Branch Firm Billing Registered Private Address Address Type of
Branch# Code# Code Location? Residence? Start Date End Date Office
536140 229 Yes Yes 05/24/2013 10/04/2013 Located At

Address 9900 N. 52ND STREET

PARADISE VALLEY, AZ 85253 UNITED STATES

174315 002 Yes No 05/15/2013 10/04/2013 Supervised From
' Address 180 PROMENADE CIRCLE, SUITE 220
SACRAMENTO, CA 95834 UNITED STATES
229 No Yes 05/15/2013 05/24/2013 Located At

Address 9900 N. 52ND STREET

PARADISE VALLEY, AZ 85253 UNITED STATES

From 06/2006 To 03/2013
Name AMERITAS INVESTMENT CORP.(14869)

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Individual 2022161 - BLAKE, MICHAEL JAMES

Administrative Information
Office of Employment History
Independent Contractor Yes

Office of Emplovment Address

CRD NYSE Branch Firm Billing Registered Private Address Address Type of
Branch# Code# Code Location? Residence? Start Date End Date Office
292031 67-2 Yes No 06/30/2006 03/28/2013 Located At

Address 5040 E. SHEA BLVD., SUITE 162
SCOTTSDALE, AZ 85254 UNITED STATES

From 11/2002 To 06/2006
Name  CARILLON INVESTMENTS, INC.(14646)
independent Contractor Yes

Office of Emplovment Address

CRD NYSE Branch Firm Billing Registered Private Address Address Type of
Branch# Code# Code Location? Residence? Start Date End Date Office
275436 67-2 Yes No 06/14/2006 06/30/2006 Located At

Address 5040 E. SHEA BLVD., SUITE 162
SCOTTSDALE, AZ 85254 UNITED STATES
No No 11/01/2002 06/30/2006 Located At
Address 5040 E. SHEA BLVD., SUITE 162
SCOTTSDALE, AZ 85254 USA

From 12/1989 To 10/2002
Name  AXA ADVISORS, LLC(6627)
Independent Contractor No '

Office of Empnlovment Address

CRD NYSE Branch Firm Billing Registered Private Address Address Type of
Branch# Code# Code Location? Residence? Start Date End Date Office
CHI6627M No No 12/01/1989 10/31/2002 Located At

Address 9900 N. 52ND STREET
PARADISE VALLEY, AZ 85253

From 12/1989 To 01/2000
Name THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE UNITED STATES(4039)
Independent Contractor No

Office of Emplovment Address

CRD NYSE Branch Firm Billing Registered Private Address Address  Type of
Branch# Code# Code Location? Residence? Start Date End Date Office
CHI4039M No No 12/01/1989 01/06/2000 Located At

Address 6100 UPTOWN BLVD NE SUITE 230
ALBUQUERQUE, NM 87110

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.




CRD® or IARD(TM) System Current Aé Of: 03/02/2014
Snapshot - Individual
CRD® or IARD(TM) System Report provided to: Arizona

Request Submitted:  3/3/2014 10:44:19 AM Page 10 of 35

Individual 2022161 - BLAKE, MICHAEL JAMES

Administrative Information
Office of Employment History
Office of Empnlovment Address

Other Business

1)FIXED INSURANCE SALES~NON INVESTMENT RELATED~PARADISE VALLEY, AZ~AGENT~02/1990~20HRS
PER MONTH~10HRS PER MONTH DURING MARKET~SALE OF FIXED INSURANCE PRODUCTS - - -

2)OLYMPUS FINANCIAL ADVISORS LLC~INVESTMENT RELATED~PARADISE VALLEY, AZ~DBA FOR
INVESTMENT BUSINESS~PRESIDENT/CEO~11/2002~160HRS PER MONTH~130HRS PER MONTH DURING
MARKET~INVESTMENTS/FINANCIAL PLANNING - - -

3)LONGEST DRIVE LLC~NON INVESTMENT RELATED~PARADISE VALLEY, AZ~COMMERCIAL REAL ESTATE
INVESTING~MEMBER~2001~0HRS PER MONTH~0HRS PER MONTH DURING MARKET~MONITOR PROJECTS
ONGOING/MAKE SURE K-L'S ARE PREPARED

Exam Appointments

<<No Exam Appointments found for this Individual.>>

Exam History

Exam EnrollmentID Exam Status Status Date Exam Date Grade Score Window Dates

S6 19937408 Official Result  02/12/1990  02/12/1990 Passed 75 -

S6 19937407 Official Result  01/02/1990  01/02/1990 Failed - 67 -

S7 19937414 Official Result  05/29/1999  05/29/1999 Passed 80 -

S$24 19937405 Official Result -~ 12/07/1999  12/04/1999 Passed 70 10/10/1999-02/07/2000
S24 19937404 Official Result  09/27/1999  09/10/1999 Failed 68 -

S24 19937403 Official Result  07/09/1999  07/09/1999 Failed 60 -

826 19937406 Official Result  10/19/1995  10/19/1995 Passed 73 -

S63 19937409 Official Result  03/09/1990  03/09/1990  Passed 82 -

565 33868611 Official Result  10/02/2013  10/01/2013 Passed 80 06/27/2013-10/25/2013
S65 19937413 Window Expired 11/13/2003 07/15/2003-11/12/2003
S65 19937412 Official Waiver  07/14/2003 -

S65 19937411 Window Expired 03/07/2003 11/06/2002-03/06/2003
S65 19937410 Official Result  12/28/1995  12/28/1995 Passed 72 -

CE Regulatory Element Status

Current CE Status CEINACTIVE

CE Base Date 09/09/2013

CE Appointments

<<No CE Appointments found for this individual.>>

Current CE

Requirement Type Session Status Status Date Window Dates Result

Directed Sequence 201

Directed Sequence 201 REQUIRED 09/10/2013 09/09/2013-01/06/2014
Next CE

Window Dates Requirement Type  Session
09/09/2015-01/06/2016 Anniversary 201

CEINACTIVE 01/07/2014 09/09/2013-01/06/2014

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Administrative Information
CE Directed Sequence History

Source Type of Penalty Date of Action

FINRA SEQUENCE 09/09/2013
Inactive CE History Dates
From 01/07/2014 To Present

Previous CE Requirement Status

Requirement Type

Session Status

Effective Date
09/09/2013

Status Date Window Dates

Result

Anniversary 201 SATISFIED 03/14/2013 02/14/2013-06/13/2013 03/14/2013 - CMPLT
Anniversary - 201 REQUIRED 02/14/2013 02/14/2013-06/13/2013

Anniversary 201 SATISFIED 05/10/2010 02/14/2010-06/13/2010 05/10/2010 - CMPLT
Anniversary 201 REQUIRED 02/15/2010 02/14/2010-06/13/2010

Anniversary 201 SATISFIED 04/05/2007 02/14/2007-06/13/2007 04/05/2007 - CMPLT
Anniversary 201 REQUIRED 02/14/2007 02/14/2007-06/13/2007

Anniversary 20 SATISFIED 03/02/2004 02/14/2004-06/12/2004 03/02/2004 - CMPLT
Anniversary 201 REQUIRED 02/16/2004 02/14/2004-06/12/2004

Anniversary . 201 SATISFIED - 06/09/2001 02/14/2001-06/13/2001 06/09/2001 - CMPLT
Anniversary 201 REQUIRED 02/14/2001 02/14/2001-06/13/2001

Anniversary 101 SATISFIED 02/14/1990 02/14/1998-06/13/1998

Anniversary 101 02/14/1995-06/13/1995

Anniversary 101 02/14/1992-06/12/1992

Filing History

Filing Date Form Type Filing type Source

01/02/2014 us Amendment AMERITAS INVESTMENT CORP. (14869)
11/13/2013 ue CRD Individual FINRA

10/04/2013 us Full MID ATLANTIC CAPITAL CORPORATION (10674)
10/04/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
10/04/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
10/02/2013 us Partial MID ATLANTIC CAPITAL CORPORATION (10674)
10/02/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
09/13/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
09/10/2013 ue CRD Individual FINRA

07/17/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
07/01/2013 us Amendment AMERITAS INVESTMENT CORP. (14869)
06/26/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
06/05/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
05/24/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
05/24/2013 BR Initial MID ATLANTIC CAPITAL CORPORATION (10674)
05/22/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
05/20/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
05/15/2013 U4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674)
05/15/2013 U4 Initial MID ATLANTIC CAPITAL CORPORATION (10674)
05/01/2013 us Amendment AMERITAS INVESTMENT CORP. (14869)
04/03/2013 uUs Full AMERITAS INVESTMENT CORP. (14869)

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Administrative Information

Filing History

Filing Date Form Type Filing type Source

04/01/2013 ué CRD Individual FINRA

02/22/2013 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
02/06/2013 uUs Partial AMERITAS INVESTMENT CORP. (14869)"
12/18/2012 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
11/28/2012 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
05/14/2012 U4 -Amendment AMERITAS INVESTMENT CORP. (14869)
02/09/2012 us Partial AMERITAS INVESTMENT CORP. (14869)
02/02/2012 uUs Partial AMERITAS INVESTMENT CORP. (14869)
01/24/2012 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
01/05/2012 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
11/02/2011 us CRD Individual FINRA

11/01/2011 U6 CRD Individual FINRA

10/06/2011 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
10/04/2011 u4 Amendment AMERITAS INVESTMENT CORP. (14869)
05/10/2011 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
05/03/2011 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
03/15/2011 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
06/09/2010 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
05/26/2010 u4 Amendment AMERITAS INVESTMENT CORP. (14869)
05/12/2010 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
03/08/2010 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
02/18/2010 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
12/14/2009 us Partial AMERITAS INVESTMENT CORP. (14869)
09/22/2009 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
08/19/2009 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
07/07/2009 ) Amendment AMERITAS INVESTMENT CORP. (14869)
06/03/2009 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
04/23/2009 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
12/18/2008 us Partial AMERITAS INVESTMENT CORP. (14869)
08/15/2008 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
07/15/2008 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
06/04/2008 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
05/23/2008 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
04/09/2008 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
01/24/2008 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
01/18/2008 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
01/03/2008 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
07/11/2007 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
05/17/2007 u4 Amendment AMERITAS INVESTMENT CORP. (14869)
04/16/2007 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
01/11/2007 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
12/13/2006 us Partial AMERITAS INVESTMENT CORP. (14869)
08/30/2006 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
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Administrative Information

Filing History

Filing Date Form Type Filing type Source

08/24/2006 U4 Amendment AMERITAS INVESTMENT CORP. (14869)
06/30/2006 MT Mass Transfer AMERITAS INVESTMENT CORP. (14869)
06/30/2006 MT Mass Transfer CARILLON INVESTMENTS, INC. (14646)
06/14/2006 BR Initial CARILLON INVESTMENTS, INC. (14646)
03/08/2006 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
12/01/2005 us Partial CARILLON INVESTMENTS, INC. (14646)
01/18/2005 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
03/25/2004 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
12/19/2003 us Partial CARILLON INVESTMENTS, INC. (14646)
07/16/2003 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
07/11/2003 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
04/09/2003 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
11/15/2002 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
11/13/2002 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
11/07/2002 “Ub Full AXA ADVISORS, LLC (6627)

11/05/2002 U4 Amendment CARILLON INVESTMENTS, INC. (14646)
11/01/2002 U4 Relicense CRD CARILLON INVESTMENTS, INC. (14646)
08/02/2002 U4 Amendment AXA ADVISORS, LLC (6627)

02/13/2002 U4 Amendment AXA ADVISORS, LLC (6627)

12/06/2001 us Partial AXA ADVISORS, LLC (6627)

06/18/2001 U4 Amendment AXA ADVISORS, LLC (6627)

03/09/2000 U4 Amendment AXA ADVISORS, LLC (6627)

02/29/2000 U4 Amendment AXA ADVISORS, LLC (6627)

09/29/1999 U4 Amendment AXA ADVISORS, LLC (6627)

07/05/1999 us Conversion AXA ADVISORS, LLC (6627)

07/05/1999 U4 Conversion THE EQUITABLE LIFE ASSURANCE SOCIETY OF

THE UNITED STATES (4039)
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Reportable Events
Number of Reportable Events

Bankruptcy 0
Bond 0
Civil Judicial 0
Criminal 0
Customer Complaint 5
Internal Review - 0
Investigation 0
Judgement/Lien 0
Regulatory Action 1
Termination 0
Occurrence# 1476779 Disclosure Type Customer Complaint
FINRA Public Disclosable Yes Reportable Yes
Material Difference in Disclosure No
Filing ID 29818615 Form (Form Version) U4 (05/2009)
Filing Date 03/15/2011
Source 14869 - AMERITAS INVESTMENT CORP.

Disclosure Questions Answered 141(1)(d)

Customer Complaint DRP DRP Version 05/2009

1. Customer name(s): KIRA ANN PIPPERT REVOCABLE TRUST
2. Residence information:

A. .Customer(s) state of residence: Minnesota
B. Other state(s) of residence/ detail:

3. Employing firm: AMERITAS INVESTMENT CORP

4. Allegation(s): CLAIMANTS ALLEGE THAT THE RR VIOLATED STATE
SECURITIES LAWS, BREACH OF FIDUCIARY DUTY,
NEGLIGENCE, COMMON LAW FRAUD, AND VIOLATION OF
RULE 2010.

~ 5. Product type(s): Promissory Note
6. Alleged compensatory damage amount: $1,500,000.00
Explanation:
7. Customer complaints:
A. Oral complaint:
B. Written complaint:

C. Arbitration/CFTC reparation or civil
litigation:

i. Arbitration/Reparation forum

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Reportable Events

Customer Complaint DRP DRP Version

10.
11.

12.

13.
14.
15.

16.

17.

18.

19.
20.
21,

court name/location:
ii. Docket/Case#:

iii. Arbitration or civil litigation filing
date:

D. Date received by/Served on
firm/Explanation:

Complaint, arbitration/CFTC
reparation, civil litigation pending:

Complaint, arbitration/CFTC reparation
or civil status:

Status date/Explanation:
Settlement/Award/Monetary judgment:

A. Award amount:

B. Contribution amount:

Arbitration/CFTC reparation information:

A. Arbitration/CFTC reparation claim  FINRA

filed with:
B. Docket/Case#: 09-04700
C. Date notice/Process was 09/10/2009

served/Explanation:
Pending arbitration/ CFTC reparation:  No

Disposition: Settled
Disposition date/Explanation: 02/25/2011
Monetary compensation details:

A. Total compensation amount: $475,000.00
B. Contribution amount: $390,000.00

Court in which case was filed:
A. Name of court:

B. Location of court:

C. Docket/Case#:

Date notice/process was
served/Explanation:

Pending civil litigation:
Civil litigation status:

Disposition date/Explanation:

05/2009

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Reportable Events

Customer Complaint DRP DRP Version 05/2009
22. Monetary compensation details:

A. Total compensation amount:

B. Contribution amount:
23. If action is currently on appeal:
A. Appeal date/Explanation:
B. Court appeal filed with:
i. Name of court:

ii. Location of court:

iii. Docket/Case#:
24. Comment;
Filing ID 31282851
Filing Date 11/02/2011
Source FINRA

Disclosure Questions Answered

SRO Arbitration/Reparation DRP

1. Case name:

2. Arbitration/Reparation filed with:
3. Date initiated:

4. Docket/Case#:

5. Employing firm:

6. Allegation(s):

THIS ALLEGED COMPLAINT WAS THE RESULT OF REAL
ESTATE INVESTMENTS THAT THE CLIENTS INVESTED IN
BASED ON MY MAKING THEM AWARE OF THESE REAL
ESTATE INVESTMENTS. ALTHOUGH | MADE THEM AWARE
OF THESE OPPORTUNITIES, | DID NOT RECOMMEND THEM.
| HAVE AN APPROVED OUTSIDE BUSINESS ACTIVITY FOR
PERSONAL REAL ESTATE INVESTING. | DID NOT RECEIVE
ANY COMPENSATION OR BENEFIT IN ANY WAY FROM THEIR
INVESTING. THIS WAS UNRELATED TO MY OLYMPUS
FINANCIAL ADVISORS PRACTICE AND MY BROKER DEALER
RELATIONSHIP WITH AMERITAS INVESTMENT CORP. THE
CLIENTS WORKED DIRECTLY WITH THE DEVELOPER AND
THEY CHOOSE NOT TO PURSUE CLAIMS AGAINST THIS
DEVELOPER DUE TO THE CURRENT FINANCIAL CONDITION
OF DEVELOPER.

Form (Form Version}) U6 (05/2009)

DRP Version 05/2009

DOUGLAS J. PIPPERT, KIRA ANN PIPPERT, AND KIRA ANN PIPPERT
REVOCABLE TRUST VS. AMERITAS INVESTMENT CORP., MICHAEL BLAKE
AND OLYMPUS FINANCIAL ADVISORS, INC.

FINRA

08/06/2009

09-04700

AMERITAS INVESTMENT CORP.

VIOLATION OF STATE SECURITIES LAWS; COMMON LAW BREACH
OF FIDUCIARY DUTY; BREACH OF FIDUCIARY DUTY UNDER '
MINNESOTA STATUTE; NEGLIGENCE; COMMON LAW FRAUD; AND

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.
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Individual 2022161 - BLAKE, MICHAEL JAMES

Reportable Events
SRO Arbitration/Reparation DRP DRP Version 05/2009
VIOLATIONS OF FINRA RULE 2010

7. Product type: Real Estate Security

8. Alleged compensatory damage  $1,500,000.00
amount:

9. Currently pending resolution: No

10. Resolution details:

A. Resolution: Stipulated Award
B. Resolution date: 10/28/2011
C. Disposition details: THE PARTIES SETTLED THIS MATTER AND AGREED TO PRESENT A

STIPULATED AWARD TO THE PANEL FOR CONSIDERATION. UNDER
THE TERMS OF THE SETTLEMENT AGREEMENT, THE AWARD WILL
ONLY BE ENTERED IF BLAKE DOES NOT COMPLY WITH THE TERMS
OF THE SETTLEMENT AGREEMENT. BLAKE IS LIABLE FOR AND
SHALL PAY TO CLAIMANTS THE SUM OF $500,000.00 IN

COMPENSATORY DAMAGES.
11. Comment: ‘

Occurrence# 1610778 Disclosure Type Customer Complaint
FINRA Public Disclosable Yes Reportable Yes
Material Difference in Disclosure No

Filing ID 33594867 Form (Form Version) U4 (05/2009)

Filing Date 11/28/2012

Source 14869 - AMERITAS INVESTMENT CORP.

Disclosure Questions Answered 141(1)(d)

Customer Complaint DRP DRP Version 05/2009

1. Customer name(s): GARY CHILCOAT
2. Residence information:

A. Customer(s) state of residence: New Mexico
B. Other state(s) of residence/ detail:

3. Employing firm: AMERITAS INVESTMENT CORP

4. Allegation(s): BREACH OF FIDUCIARY DUTY, BREACH OF THE DUTY OF
‘ ORDINARY AND RESONABLE CARE, NEGLIGENCE AND
GROSS NEGLIGENCE, AND BREACH OF CONTRACT

5. Product type(s): Promissory Note
6. Alleged compensatory damage amount: $430,000.00
Explanation:

7. Customer complaints:
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Individual 2022161 - BLAKE, MICHAEL JAMES

Reportable Events

Customer Complaint DRP DRP Version

10.
11

12.

13.

14.
15.

16.

17.

A. Oral complaint:
B. Written complaint:

C. Arbitration/CFTC reparation or civil
litigation:

i. Arbitration/Reparation forum
court name/location:

ii. Docket/Case#:

iii. Arbitration or civil litigation filing
date:

D. Date received by/Served on
firm/Explanation:

Complaint, arbitration/CFTC
reparation, civil litigation pending:

Complaint, arbitration/CFTC reparation
or civil status:

Status date/Explanation:
Settlement/Award/Monetary judgment:

A. Award amount:

B. Contribution amount:

Arbitration/CFTC reparation information:

A. Arbitration/CFTC reparation claim  FINRA

filed with:
B. Docket/Case#: 12-01379
C. Date notice/Process was 04/24/2012

served/Explanation:
Pending arbitration/ CFTC reparation.  No

Disposition: Settled
Disposition date/Explanation: 11/20/2012

Monetary compensation details:
A. Total compensation amount: $75,000.00

B. Contribution amount: $60,000.00

Court in which case was filed:
A. Name of court:

B. Location of court:

C. Docket/Case#:

05/2009
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Individual

2022161 - BLAKE, MICHAEL JAMES

Reportable Events
Customer Complaint DRP

18. Date notice/process was

served/Exolanation:
19. Pending civil litigation:
20.
21.

22.

Civil litigation status:
Disposition date/Explanation:
Monetary compensation details:
A. Total compensation amount:
B. Contribution amount:
23. If action is currently on appeal:
A. Appeal date/Explanation:
B. Court appeal filed with: -

i. Name of court: ‘

ii. Location of court;

iii. Docket/Case#:

24. Comment:

Occurrence#
FINRA Public Disclosable
Material Difference in Disclosure

Yes
No

Filing ID
Filing Date
Source
Disclosure Questions Answered .

34144976
02/22/2013

Customer Complaint DRP

1. Customer name(s):
2. Residence information:
A. Customer(s) state of residence:

B. Other state(s) of residence/ detail:
3. Employing firm:
4. Allegation(s):

5. Product type(s):
6. Alleged compensatory damage amount:

Explanation:

1636674

DRP Version 05/2009

Customer Complaint
Yes

Disclosure Type
Reportable

Form (Form Version) U4 (05/2009)

14869 - AMERITAS INVESTMENT CORP.
141(3)(a)

DRP Version 05/2009

BARBARA MARTENSEN

Arizona

AMERITAS INVESTMENT CORP

COMPLAINANT ALLEGES THAT RR MISREPRESENTED THE
POLICY IN ORDER TO REPLACE AN EXISTING POLICY.

Insurance
$95,285.00
NO DAMAGE AMOUNT ALLEGED, PURCHASE PRICE
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Individual 2022161 - BLAKE, MICHAEL JAMES

Reportable Events
Customer Complaint DRP _ DRP Version (5/2009
REFLECTED.
7. Customer complaints:
A. Oral complaint: No
B. Written complaint: Yes

C. Arbitration/CFTC reparation or civii  No
litigation:

i.  Arbitration/Reparation forum
court name/location:

ii. Docket/Case#

ii. Arbitration or civil litigation filing
date:

D. Date received by/Served on 10/29/2012
firm/Explanation:

8. Complaint, arbitration/CFTC No
reparation, civil litigation pending:

9. Complaint, arbitration/CFTC reparation Denied
or civil status:

10. Status date/Explanation: 02/13/2013
11. Settlement/Award/Monetary judgment:

A. Award amount:

B. Contribution amount:
12. Arbitration/CFTC reparation information:

A. Arbitration/CFTC reparation claim
filed with:

B. Docket/Case#:

C. Date notice/Process was
served/Explanation:

13. Pending arbitration/ CFTC reparation:
14. Disposition:
15. Disposition date/Explanation:

16. Monetary compensation details:
A. Total compensation amount:

B. Contribution amount:

17. Court in which case was filed:

A. Name of court:
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Individual 2022161 - BLAKE, MICHAEL JAMES

Reportable Events
Customer Complaint DRP ‘ DRP Version 05/2009
B. Location of court:
C. Docket/Case#:

18. Date notice/process was
served/Explanation:

19. Pending civil litigation:
20. Civil litigation status:
21. Disposition date/Explanation:
22. Monetary compensation details:
A. Total compensation amount:
B. Contribution amount:
23. If action is currently on appeal:
A. Appeal date/Explanation:
B. Court appeal filed with:
i. Name of court:

ii. Location of court:

iii. Docket/Case#:
24. Comment:

Occurrence# 1652339 Disclosure Type Regulatory Action
FINRA Public Disclosable Yes Reportable Yes
Material Difference in Disclosure No

Filing ID 35234738 Form (Form Version) U4 (05/2009)

Filing Date 09/13/2013

Source 10674 - MID ATLANTIC CAPITAL CORPORATION

Disclosure Questions Answered 14E(1),14E(2),14E(4)

Regulatory Action DRP DRP Version 05/2009

1. Regulatory Action initiated by:

A. Initiated by: Self Regulatory Organization
B. Full name of regulator: FINRA
2. Sanction(s) sought: Other: N/A

3. Date initiated/Explanation: 03/21/2013

4. Docket/Case#: 2010021710501
5. Employing firm: CARILLON INVESTMENTS, INC. AND AMERITAS INVESTMENT
CORPORATION
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Individual 2022161 - BLAKE, MICHAEL JAMES
Reportable Events

Regulatory Action DRP DRP Version 05/2009
6. Product type(s): Other: AN INVESTMENT CONTRACT
7. Allegation(s): FINRA RULE 2010, NASD RULES 2110, 3030, 3040: BLAKE FORMED AN

ENTITY SO THAT HE AND THREE FRIENDS COULD POOL FUNDS TO
INVEST IN COMMERCIAL REAL ESTATE PROJECTS AND THROUGH THIS
ENTITY HE PARTICIPATED IN PRIVATE SECURITIES TRANSACTIONS
WITHOUT PROVIDING TO HIS MEMBER FIRMS PRIOR WRITTEN NOTICE.
THEREAFTER, THE ENTITY'S SIZE AND SCOPE EXPANDED BEYOND THE
SEVERAL INDIVIDUALS WHO INITIALLY FORMED THE ENTITY. THE
ENTITY INVESTED APPROXIMATELY $3,200,000 IN REAL ESTATE
PROPERTIES BEING DEVELOPED BY A REAL ESTATE DEVELOPMENT
ENTERPRISE ORGANIZED AS A LIMITED LIABILITY COMPANY. THE
INVESTED FUNDS WERE PROVIDED BY TWENTY-EIGHT INVESTORS
AND TWELVE OF THESE INVESTORS WERE CUSTOMERS OF ONE OR
THE OTHER OR OF BOTH OF BLAKE'S FIRMS AT THE TIME OF THEIR
RESPECTIVE INVESTMENTS. BLAKE PERSONALLY INVESTED IN THE
PROJECTS. EACH INVESTMENT OF FUNDS IN THE ENTITY WAS THE
PURCHASE OF A SECURITY IN THE FORM OF AN INVESTMENT

- CONTRACT. BLAKE PARTICIPATED IN THE SALE OF THE ENTITY'S
INVESTMENTS BY SOLICITING INVESTORS, RECEIVING, PROCESSING
AND FORWARDING THE FUNDS THAT WERE INVESTED, PROVIDING THE
INVESTORS WITH DOCUMENTATION EVIDENCING THEIR INVESTMENTS,
FUNCTIONING AS THE POINT OF CONTACT BETWEEN THE INVESTORS
AND A REAL ESTATE DEVELOPMENT ENTERPRISE, APPRISING THE
INVESTORS OF THE STATUS OF THE ENTITY'S INVESTMENTS AND
CAUSING THE PREPARATION OF SCHEDULE K1 FORMS. BLAKE
COMPLETED HIS FIRM'S ANNUAL COMPLIANCE QUESTIONNAIRES AND
ANSWERED "YES" WHEN ASKED IF HE UNDERSTOOD HE WAS NOT
PERMITTED TO COMMINGLE HIS FUNDS WITH A CLIENT'S FUNDS AND
THAT HE WAS NOT TO ACCEPT A CLIENT'S CHECK MADE PAYABLE TO
HIM OR ANY ENTITY OR PERSON ASSOCIATED WITH HIM FOR A
SECURITIES TRANSACTION. BUT, BLAKE CONTINUED TO ACCEPT
CHECKS MADE PAYABLE TO THE ENTITY AND HE COMMINGLED HIS
FUNDS WITH CLIENT'S FUNDS IN THE ENTITY'S BANK ACCOUNT. BLAKE
NEVER ADVISED HIS FIRMS ORALLY OR IN WRITING THAT HE WAS
PARTICIPATING IN THE PRIVATE SECURITIES TRANSACTIONS. TO THE
CONTRARY, BLAKE INDICATED EACH YEAR, IN ANNUAL COMPLIANCE
QUESTIONNAIRES, THAT HE HAD NOT ENGAGED IN PRIVATE
SECURITIES TRANSACTIONS. THE REAL ESTATE DEVELOPMENT
ENTERPRISE FILED FOR BANKRUPTCY AND, TO DATE, NONE OF THE
INVESTORS IN THE ENTITY'S INVESTMENTS HAVE RECEIVED A RETURN
OF THEIR PRINCIPAL OR ANY INTEREST OR OTHER PAYMENTS. BLAKE
COMPLETED HIS ASSOCIATED FIRM QUESTIONNAIRES AND FALSELY
ANSWERED "NO" WHEN ASKED IF HE HAD ENGAGED IN PRIVATE
SECURITIES TRANSACTIONS. BLAKE DID DISCLOSE THE ENTITY AS AN
OUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS ON
AUGUST 31, 2003, SEPTEMBER 8, 2004, MARCH 14, 2005 AND OCTOBER
1, 2007. HOWEVER, BLAKE DID NOT DISCLOSE THE ENTITY AS AN
OUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS WHICH HE
COMPLETED ON SEPTEMBER 18, 2006 AND JULY 31, 2008, INQUIRING
INTO ALL OF HIS OUTSIDE BUSINESS ACTIVITIES. THE ENTITY'S SIZE,
SCOPE AND ACTIVITY CHANGED SIGNIFICANTLY AFTER BLAKE'S
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Individual 2022161 - BLAKE, MICHAEL JAMES

Reportable Events
Regulatory Action DRP

8. Current status:

9. Limitations or restrictions
while pending:

“10. If on appeal:
. A. Appealed to:
B. Date
appealed/Explanation:

C. Limitations or restrictions
while on appeal:

11. Resolution details:
A. Resolution detail:

B. Resolution
date/Explanation:

12. Final order:
13. Sanction detail:

A. Sanctions ordered:

B. Other sanctions:
C. Sanction type details:

Sanction type:

DRP Version 05/2009

INITIAL DISCLOSURE AND THESE CHANGES CAUSED THE INITIAL
DISCLOSURE TO BECOME INACCURATE AND, GIVEN THE NATURE AND
EXTENT OF ITS ACTIVITIES, MISLEADING. BLAKE DID NOT AMEND OR
UPDATE THE OUTSIDE BUSINESS DISCLOSURE CONCERNING THE
ENTITY AT ANY TIME. BLAKE'S FALSE AND INCOMPLETE INFORMATION
ON COMPLIANCE QUESTIONNAIRES AND BY FAILING TO UPDATE AND
CORRECT HIS OUTSIDE BUSINESS DISCLOSURE MISLED HIS FIRM. BY
MISLEADING THE FIRM, BLAKE DEPRIVED HIS EMPLOYER OF
INFORMATION THAT COULD HAVE RESULTED IN THE DETECTION OF
HIS PARTICIPATION IN PRIVATE SECURITIES TRANSACTIONS,
NOTWITHSTANDING HIS FAILURE TO MAKE AN AFFIRMATIVE
DISCLOSURE IN THE QUESTIONNAIRES. BLAKE FAILED TO PROVIDE HIS
FIRM WITH ANY NOTICE AT ALL, INCLUDING WRITTEN NOTICE, OF A
SECOND LIMITED LIABILITY COMPANY HE CAUSED TO BE CREATED.

Final
No

Decision & Order of Offer of Settlement
09/09/2013

No

Civil and Administrative Penalty(ies)/Fine(s)
Suspension

Suspension

Registration capacities affected: ALL CAPACITIES

Duration (length of
time)/Explanation:

Start date/Explanation:
End date/Explanation:

ONE YEAR

10/07/2013
10/06/2014
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Individual 2022161 - BLAKE, MICHAEL JAMES

Reportable Events A
Regulatory Action DRP DRP Version 05/2009

D. Requalification type details:
E. Monetary related sanction type details:

Monetary related sanction type:  Civil and Administrative Penalty(ies)/Fine(s)
Total amount: $10,000.00

Portion levied: $10,000.00

Payment plan:

Payment plan current:

Date paid / Explanation:
Penalty waived: No
Amount:
14. Comment; : WITHOUT ADMITTING OR DENYING THE ALLEGATIONS, BLAKE
CONSENTED TO THE DESCRIBED SANCTIONS AND TO THE ENTRY OF
FINDINGS; THEREFORE HE IS FINED $10,000 AND SUSPENDED FROM
- ASSOCIATION WITH ANY FINRA MEMBER IN ALL CAPACITIES FOR ONE
YEAR. THE SUSPENSION IS IN EFFECT FROM OCTOBER 7, 2013,
THROUGH OCTOBER 6, 2014.
Filing ID ‘ 35591445 Form (Form Version) U6 (05/2009)
Filing Date 11/13/2013
Source FINRA

Disclosure Questions Answered

Regulatory Action DRP : _ DRP Version 05/2009

1. Regulatory Action initiated by:

A. Initiated by: Self Regulatory Organization
B. Full name of regulator: FINRA
2. Sanction(s) sought: Other;: N/A

3. Date initiated/Explanation: 03/21/2013

4. Docket/Case#: 2010021710501

5. Employing firm; CARILLON INVESTMENTS, INC. AND AMERITAS INVESTMENT
CORPORATION

6. Product type(s): Other: AN INVESTMENT CONTRACT

7. Allegation(s) FINRA RULE 2010, NASD RULES 2110, 3030, 3040: BLAKE FORMED AN

ENTITY SO THAT HE AND THREE COLLEAGUES COULD POOL FUNDS TO
INVEST IN COMMERCIAL REAL ESTATE PROJECTS AND THROUGH THIS
ENTITY HE PARTICIPATED IN PRIVATE SECURITIES TRANSACTIONS
WITHOUT PROVIDING TO HIS MEMBER FIRMS PRIOR WRITTEN NOTICE.
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Individual 2022161 - BLAKE, MICHAEL JAMES

Reportable Events
Regulatory Action DRP DRP Version 05/2009

THEREAFTER, THE ENTITY'S SIZE AND SCOPE EXPANDED BEYOND THE
SEVERAL INDIVIDUALS WHO INITIALLY FORMED THE ENTITY. THE
ENTITY INVESTED APPROXIMATELY $3,200,000 IN REAL ESTATE
PROPERTIES BEING DEVELOPED BY A REAL ESTATE DEVELOPMENT
ENTERPRISE ORGANIZED AS A LIMITED LIABILITY COMPANY. THE
INVESTED FUNDS WERE PROVIDED BY TWENTY-EIGHT INVESTORS
AND TWELVE OF THESE INVESTORS WERE CUSTOMERS OF ONE OR
THE OTHER OR OF BOTH OF BLAKE'S FIRMS AT THE TIME OF THEIR
RESPECTIVE INVESTMENTS. BLAKE PERSONALLY INVESTED IN THE
PROJECTS. EACH INVESTMENT OF FUNDS IN THE ENTITY WAS THE
PURCHASE OF A SECURITY IN THE FORM OF AN INVESTMENT
CONTRACT. BLAKE PARTICIPATED IN THE SALE OF THE ENTITY'S
INVESTMENTS BY SOLICITING INVESTORS, RECEIVING, PROCESSING
AND FORWARDING THE FUNDS THAT WERE INVESTED, PROVIDING THE
INVESTORS WITH DOCUMENTATION EVIDENCING THEIR INVESTMENTS,
FUNCTIONING AS THE POINT OF CONTACT BETWEEN THE INVESTORS
AND A REAL ESTATE DEVELOPMENT ENTERPRISE, APPRISING THE
INVESTORS OF THE STATUS OF THE ENTITY'S INVESTMENTS AND
CAUSING THE PREPARATION OF SCHEDULE K1 FORMS. BLAKE
COMPLETED HIS FIRM'S ANNUAL COMPLIANCE QUESTIONNAIRES AND
ANSWERED "YES" WHEN ASKED IF HE UNDERSTOOD HE WAS NOT
PERMITTED TO COMMINGLE HIS FUNDS WITH A CLIENT'S FUNDS AND
THAT HE WAS NOT TO ACCEPT A CLIENT'S CHECK MADE PAYABLE TO
HIM OR ANY ENTITY OR PERSON ASSOCIATED WITH HIM FOR A
SECURITIES TRANSACTION. BUT, BLAKE CONTINUED TO ACCEPT
CHECKS MADE PAYABLE TO THE ENTITY AND HE COMMINGLED HIS
FUNDS WITH CLIENT'S FUNDS IN THE ENTITY'S BANK ACCOUNT. BLAKE
NEVER ADVISED HIS FIRMS ORALLY OR IN WRITING THAT HE WAS
PARTICIPATING IN THE PRIVATE SECURITIES TRANSACTIONS. TO THE
CONTRARY, BLAKE INDICATED EACH YEAR, IN ANNUAL COMPLIANCE
QUESTIONNAIRES, THAT HE HAD NOT ENGAGED IN PRIVATE
SECURITIES TRANSACTIONS. THE REAL ESTATE DEVELOPMENT
ENTERPRISE FILED FOR BANKRUPTCY AND, TO DATE, NONE OF THE
INVESTORS IN THE ENTITY'S INVESTMENTS HAVE RECEIVED A RETURN
OF THEIR PRINCIPAL OR ANY INTEREST OR OTHER PAYMENTS. BLAKE
COMPLETED HIS ASSOCIATED FIRM QUESTIONNAIRES AND FALSELY
ANSWERED "NO" WHEN ASKED IF HE HAD ENGAGED IN PRIVATE
SECURITIES TRANSACTIONS. BLAKE DID DISCLOSE THE ENTITY AS AN
OUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY. FORMS ON
AUGUST 31, 2003, SEPTEMBER 8, 2004, MARCH 14, 2005 AND OCTOBER
1, 2007. HOWEVER, BLAKE DID NOT DISCLOSE THE ENTITY AS AN
OUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS WHICH HE
COMPLETED ON SEPTEMBER 18, 2006 AND JULY 31, 2008, INQUIRING
INTO ALL OF HIS OUTSIDE BUSINESS ACTIVITIES. THE ENTITY'S SIZE,
SCOPE AND ACTIVITY CHANGED SIGNIFICANTLY AFTER BLAKE'S
INITIAL DISCLOSURE AND THESE CHANGES CAUSED THE INITIAL
DISCLOSURE TO BECOME INACCURATE AND, GIVEN THE NATURE AND
EXTENT OF ITS ACTIVITIES, MISLEADING. BLAKE DID NOT AMEND OR
UPDATE THE OUTSIDE BUSINESS DISCLOSURE CONCERNING THE
ENTITY AT ANY TIME. BLAKE'S FALSE AND INCOMPLETE INFORMATION
ON COMPLIANCE QUESTIONNAIRES AND BY FAILING TO UPDATE AND
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Reportable Events
Regulatory Action DRP : DRP Version 05/2009

CORRECT HIS OUTSIDE BUSINESS DISCLOSURE MISLED HIS FIRM. BY
MISLEADING THE FIRM, BLAKE DEPRIVED HIS EMPLOYER OF
INFORMATION THAT COULD HAVE RESULTED IN THE DETECTION OF
HIS PARTICIPATION IN PRIVATE SECURITIES TRANSACTIONS,
NOTWITHSTANDING HIS FAILURE TO MAKE AN AFFIRMATIVE
DISCLOSURE IN THE QUESTIONNAIRES. BLAKE FAILED TO PROVIDE HIS
FIRM WITH ANY NOTICE AT ALL, INCLUDING WRITTEN NOTICE, OF A
SECOND LIMITED LIABILITY COMPANY HE CAUSED TO BE CREATED.

8. Current status: Final

9. Limitations or restrictions No
while pending:

10. If on appeal:
A. Appealed to:
B. Date
appealed/Explanation:

C. Limitations or restrictions
while on appeal:

11. Résolution details:

A. Resolution detail: Decision & Order of Offer of Settlement
B. Resolution 09/09/2013
date/Explanation:
12. Final order: No
13. Sanction detail:
A. Sanctions ordered: Civil and Administrative Penalty(ies)/Fine(s)
Suspension

B. Other sanctions:

C. Willful violation or failure No
to supervise:

i.  Willfully violated:

ii. Willfully aided, abetted,
counseled,
commanded, induced,
or procured:

iii. Failed reasonably to
supervise another
person:

D. Sanction type details:

Sanction type: Suspension
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Reportable Events

Regulatory Action DRP DRP Version 05/2009
Registration capacities affected: ALL CAPACITIES
Duration (length of ONE YEAR
time)/Explanation:
Start date/Explanation: 10/07/2013
End date/Explanation: 10/06/2014

E. Requalification type details:
F. Monetary related sanction type details:

Monetary related sanction type: Civil and Administrative Penalty(ies)/Fine(s)
Total amount; $10,000.00

Portion levied: $10,000.00

Payment plan:

Payment plan current:

Date paid / Explanation: 10/04/2013
Penalty waived: No
Amount:
14. Comment: WITHOUT ADMITTING OR DENYING THE ALLEGATIONS, BLAKE

CONSENTED TO THE DESCRIBED SANCTIONS AND TO THE ENTRY OF
FINDINGS; THEREFORE HE IS FINED $10,000 AND SUSPENDED FROM
ASSOCIATION WITH ANY FINRA MEMBER IN ALL CAPACITIES FOR ONE
YEAR. THE SUSPENSION IS IN EFFECT FROM OCTOBER 7, 2013,
THROUGH OCTOBER 6, 2014. FINE PAID IN FULL 10/04/13.

Occurrence# 1656625 Disclosure Type Customer Complaint
FINRA Public Disclosable Yes Reportable Yes
Material Difference in Disclosure No

Filing ID 34866753 Form (Form Version) U4 (05/2009)

Filing Date 07/17/2013

Source 10674 - MID ATLANTIC CAPITAL CORPORATION

Disclosure Questions Answered 141(1)(a)

Customer Complaint DRP DRP Version 05/2009

1. Customer name(s): PAM PONT
2. Residence information:

A. Customer(s) state of residence: Arizona
B. Other state(s) of residence/ detail:

3. Employing firm: AMERITAS INVESTMENT CORP.
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4. Allegation(s): CLIENT ALLEGES NEGLIGENT MISREPRESENTATION, FRAUD,
AND BREACH OF FIDUCIARY DUTY.
5. Product type(s): Annuity-Variable

Promissory Note
6. Alleged compensatory damage amount: $50,000.00
Explanation: COMPLAINANT SEEKS DAMAGES AS DETERMINED AT TRIAL.
7. Customer complaints:

A. Oral complaint: No

B. Written complaint: Yes

C. Arbitration/CFTC reparation or civii  No
litigation:

i.  Arbitration/Reparation forum
court name/location:

ii. Docket/Case#:

iii. Arbitration or civil litigation filing
date:

D. Date received by/Served on 04/12/2013
firm/Explanation:

8. Complaint, arbitration/CFTC No
reparation, civil litigation pending:

9. Complaint, arbitration/CFTC reparation Evolved into Civil litigation (the individual is a named party)
or civil status:

10. Status date/Explanation: 06/05/2013
11. Settlement/Award/Monetary judgment:

A. Award amount:

B. Contribution amount:
12. Arbitration/CFTC reparation information:

A. Arbitration/CFTC reparation claim
filed with:

B. Docket/Case#:

C. Date notice/Process was
served/Explanation:

13. Pending arbitration/ CFTC reparation:
14. Disposition:
15. Disposition date/Explanation:

16. Monetary compensation details:
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A. Total compensation amount:

B. Contribution amount:

17. Court in which case was filed: State Court
A. Name of court: SUPERIOR COURT OF THE STATE OF AZ IN AND FOR THE
» COUNTY OF MARICOPA
B. Location of court: MARICOPA COUNTY AZ
C. Docket/Case#: CV2013-007824
18. Date notice/process was 06/06/2013
served/Exolanation:
19. Pending civil litigation: Yes

20. Civil'litigation status:
21. Disposition date/Explanation:
22. Monetary compensation details:
A. Total compensation amount:
B. Contribution amount:
23. If action is currently on appeal:
A. Appeal date/Explanation:
B. Court appeal filed with:
i. Name of court:

ii. Location of court:

iii. Docket/Case#:
24. Comment:
Filing ID 34791181 Form (Form Version) U5 (05/2009)
Filing Date 07/01/2013
Source 14869 - AMERITAS INVESTMENT CORP.

Disclosure Questions Answered 7E(1)(a)

Customer Complaint DRP DRP Version 05/2009

1. Customer name(s): PAM PONT
2. Residence information:

A. Customer(s) state of residence: Arizona
B. Other state(s) of residence/ detail:

3. Employing firm: AMERITAS INVESTMENT CORP.

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.




CRD® or IARD(TM) System
Snapshot - Individual

Current As Of:

CRD® or IARD(TM) System Report provided to:

Request Submitted:  3/3/2014 10:44:19 AM

03/02/2014

Arizona
Page 30 of 35

Individual

2022161 - BLAKE, MICHAEL JAMES

Reportable Events
Customer Complaint DRP

4. Allegation(s):
5. Product type(s):

6. Alleged compensatory damage amount:
Explanation:

7. Customer complaints:
A. Oral complaint:
B. Written complaint:

C. Arbitration/CFTC reparation or civil
litigation:

i. Arbitration/Reparation forum
court name/location:

u Docket/Case#:

ii. Arbitration or civil litigation filing
date:

D. Date received by/Served on
firm/Explanation:

8. Complaint, arbitration/CFTC
reparation, civil litigation pending:

9. Complaint, arbitration/CFTC reparation
or civil status:

10.
11

Status date/Explanation:

. Settlement/Award/Monetary judgment:
A. Award amount:
B. Contribution amount:

12. Arbitration/CFTC reparation information:

A. Arbitration/CFTC reparation claim
filed with:

B. Docket/Case#:

C. Date notice/Process was
served/Expolanation:

13. Pending arbitration/ CFTC reparation:
14.

15.

Disposition:

Disposition date/Explanation:

16. Monetary compensation details:

DRP Version 05/2008

CLIENf ALLEGES NEGLIGENT MISREPRESENTATION, FRAUD,
AND A BREACH OF FIDUCIARY DUTY.

Annuity-Variable
Promissory Note

$50,000.00
COMPLAINANT SEEKS DAMAGES AS DETERMINED AT TRIAL.

No
Yes
No

04/12/2013
No
Evolved into Civil litigation (the individual is a named party)

06/05/2013

CRD® or IARD(TM) System Report ~- See notice regarding CRD Data on cover page.




CRD® or IARD(TM) System

Snapshot - Individual
CRD® or IARD(TM) System Report provided to: Arizona

Request Submitted:

Current As Of:

3/3/2014 10:44:19 AM

03/02/2014

Page 31 of 35

Individual

2022161 - BLAKE, MICHAEL JAMES

Reportable Events

Customer Complaint DRP

17.

A. Total compensation amount:

B. Contribution amount;

Court in which case was filed:

~ A. Name of court:

18.

19.
20.
21,
22.

23.

B. Location of court:
C. Docket/Case#:

Date notice/process was
served/Explanation:

Pending civil litigation:
Civil litigation status:
Disposition date/Explanation:

Monetary compensation details:

A. Total compensation amount:

B. Contribution amount:
If action is currently on appeal:
A. Appeal date/Explanation:
B. Court appeal filed with:

i. Name of court:

ii. Location of court:

iii. Docket/Case#:

24. Comment:

Occurrence#
FINRA Public Disclosable
Material Difference in Disclosure

Filing ID 35915917
Filing Date 01/02/2014
Source

Disclosure Questions Answered

Customer Complaint DRP

1. Customer name(s):

2. Residence information:

A. Customer(s) state of residence:

DRP Version 05/2009

State Court

SUPERIOR COURT OF THE STATE OF AZ IN AND FOR THE
COUNTY OF MARICOPA

MARICOPA COUNTY AZ
Cv2013-007824
06/06/2013

Yes

Disclosure Type Customer Complaint
Reportable Yes

Form (Form Version) U5 (05/2009)

14869 - AMERITAS INVESTMENT CORP.

DRP Version 05/2009

STANLEY DYCK

New Mexico

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.




CRD® or IARD(TM) System Current As Of:  03/02/2014

Snapshot - Individual

CRD® or IARD(TM) System Report provided to: Arizona

Request Submitted:  3/3/2014 10:44:19 AM Page 32 of 35

Individual 2022161 - BLAKE, MICHAEL JAMES

Reportable Events
Customer Complaint DRP DRP Version 05/2009
B. Other state(s) of residence/ detail:

3. Employing firm: AMERITAS INVESTMENT CORP.

4. Allegation(s): CLAIMANT ALLEGES A BREACH OF FIDUCIARY DUTY,
FIDUCIARY MISCONDUCT & FRAUD. ALLEGED ACTIVITY
BETWEEN 7/10/2008 - 12/3/2012.

5. Product type(s): Promissory Note
6. Alleged compensatory damage amount: $450,000.00

Explanation: ADDITIONAL DAMAGES TO BE DETERMINED AT TRIAL.
7. Customer complaints:

A. Oral complaint:

B. Written complaint:

C. Arbitration/CFTC reparation or civil
flitigation:

i. Arbitration/Reparation forum
court name/location:

ii. Docket/Casett:

iii. Arbitration or civil litigation filing
date:

D. Date received by/Served on
firm/Explanation:

8. Complaint, arbitration/CFTC
reparation, civil litigation pending:

9. Complaint, arbitration/CFTC reparation
or civil status:

10. Status date/Explanation:

11. Settlement/Award/Monetary judgment:
A. Award amount:
B. Contribution amount:

12. Arbitration/CFTC reparation information:

A. Arbitration/CFTC reparation claim
filed with:

B. Docket/Case#.

C. Date notice/Process was
served/Explanation:

13. Pending arbitration/ CFTC reparation:

14. Disposition:

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.




CRD® or IARD(TM) System Current As Of: 03/02/2014

Snapshot - Individual

CRD® or IARD(TM) System Report provided to: Arizona

Request Submitted: 3/3/2014 10:44:19 AM Page 33 of 35

Individual -~ 2022161 - BLAKE, MICHAEL JAMES

Reportable Events
Customer Complaint DRP , DRP Version 05/2009
15. Disposition date/Explanation:

16. Monetary compensation details:
A. Total compensation amount:

B. Contribution amount:

17. Court in which case was filed: Federal Court
A. Name of court: UNITED STATES DISTRICT COURT - DISTRICT OF ARIZONA
B. Location of court: PHOENIX ARIZONA
C. Docket/Case#: 2:13-CV-02461-MEA
18. Date notice/process was 12/05/2013
served/Exolanation:
19. Pending civil litigation: Yes

20. Civil litigation status:
21. Disposition date/Explanation:
22. Monetary compensation details:
A. Total compensation amount:
B. Contribution amount:
23. If action is currently on appeal:
A. Appeal date/Explanation:
B. Court appeai filed with:
i. Name of court:
ii. Location of court:

iii. Docket/Case#:
24. Comment:
Regulator Archive and Z Records

Occurrence# 1639859 Disclosure Type Investigation
FINRA Public Disclosable No Reportable No
Material Difference in Disclosure No

Filing ID 34575752 Form (Form Version) U4 (05/2009)

Filing Date 05/20/2013

Source 10674 - MID ATLANTIC CAPITAL CORPORATION

Disclosure Questions Answered 14G(2)

Investigation DRP DRP Version 05/2009

1. Investigation initiated by:

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.




CRD® or IARD(TM) System Current As Of:  03/02/2014

Snapshot - Individual

CRD® or IARD(TM) System Report provided to: Arizona
Request Submitted: 3/3/2014 10:44:19 AM Page 34 of 35

Individual 2022161 - BLAKE, MICHAEL JAMES

Regulator Archive and Z Records
Investigation DRP

A. Notice received from:
B. Full name of regulator;
2. Notice date/Explanation:

3. Nature of investigation:

4. Pending investigation:

5. Resolution details:

A. Date resolved/Expianation:

B. Investigation resolution:

ORP Version  05/2009
SRO
FINRA
11/21/2012

PRELIMINARY DETERMINATION BY FINRA ALLEGING RR ENGAGED IN
UNDISCLOSED PRIVATE SECURITIES TRANSACTIONS BETWEEN
APPROXIMATELY FEBRUARY 2006 AND MARCH 2007 IN VIOLATION OF
NASD CONDUCT RULES 3040 AND 2110; RR VIOLATED NASD CONDUCT
RULES 3030 AND 2110 BY ENGAGING IN AN UNDISCLOSED OUTSIDE
BUSINESS ACTIVITY; AND VIOLATION OF FINRA RULE 2010 AND NASD
RULE 2110 BY MISLEADING HIS FIRM CONCERNING HIS PRIVATE
SECURITIES TRANSACTIONS.

No

03/21/2013
Closed - Regulatory Action Initiated

6. Comment:
Occurrence# 1647549 Disclosure Type Judgment/Lien
FINRA Public Disclosable No Reportable No
Material Difference in Disclosure No
Filing ID ' 34652427 Form (Form Version) U4 (05/2009)
Filing Date 06/05/2013
Source 10674 - MID ATLANTIC CAPITAL CORPORATION
Disclosure Questions Answered 14M
Judgment/Lien DRP DRP Version 05/2009
1. Judgment/Lien Amount: $118,569.00
2. Judgment/Lien holder: IRS
3. JudgmentiLien type: Tax
4. Date filed/Expianation: 08/17/2012
5

. Court:
A. Name of court:
B. Location of court;
C. Docket/Case#:
6. Outstanding:
7. Not outstanding:

A. Disposition
date/Exolanation:

Federal Court
IRS

MESA, AZ
XXXXXXXXXXK

Yes

06/04/2013

CRD® or IARD(TM) System Report - See notice regarding CRD Data on cover page.




CRD® or IARD(TM) System Current As Of:  03/02/2014

Snapshot - Individual

CRD® or IARD(TM) System Report provided to: Arizona

Request Submitted: 3/3/2014 10:44:19 AM Page 35 of 35

Individual 2022161 - BLAKE, MICHAEL JAMES

Regulator Archive and Z Records

Judgment/Lien DRP DRP Version 05/2009
B. Resolution: Released
8. Comment: LIEN HAS BEEN PAID.

CRD® or IARD(TM) System Report -- See notice regarding CRD Data on cover page.




X STATE OF ARZONY <

Office of the
CORPORATION COMMISSION

The Executive Director of the Arizona Corporation Commission does hereby certify that
the attached copy of the following document:

ARTICLES OF ORGANIZATION, 05/10/2002

consisting of 2 pages, is a true and complete copy of the original of said document on file with this
office for:

LONGEST DRIVE, LLC
ACC file number: L-1029797-0

IN WITNESS WHEREOF, I have hereunto set my hand and affixed

the official seal of the Arizona Corporation Commission on this date:
March 5, 2014.

Jodi¥” A. Jerich,BXecutive Director

By: O\ D
d James(/ Bazel
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DO NOT PUBLISH
THIS SECTION

ARTICLE!

The company name
nust contain an
ending which msy be
“fitaited liability
company,” “limited
cowpany,” or the
abbreviations
“LLCN “L.CY
“LLC" ar“LC™ I
you are the holder or
sssigneeafa
tradename or
trademaark, attach
Declamation of
Tradename Holder
form.

ARTICLE 2
May be in care of the
siatutory agent.

ARTICLE3
The statutory agent
must provide both a

. phyuical and mailing

sddress. If statutory
agent has PO, Box,
then they must
provide a physicsl
description of their
sheet
address/location,
The agant must sign
the Asticles or
provide a consent to
acceptance of
appaintrent.

ARTICLES 4
Complele thii section
only if you desire to
sclect a date or
occurrence when the
company will
dissolve. If perpetual
duration is desired,

. leave this gection

blank.

ARTICLE 5.
Check which

management structure
will be applicable to
your corapany.

Sa.
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ARTICLES OF ORGANIZATION

b ‘lt l"ﬁtcm e rive L
“(An Arizona Limited Liability Company)

ildzqqﬁ»-o

Namg. The name of the limited liability company is:
Longest Neivt  LLC
Registered Office. The address of the registered office in Arizona is: , -
cﬁOO N 3 AR g‘{ P-EE”'

Pcm-o.é; (ch_;\,lt:’ ; f’ é 50’1 53

located in the County of Moaric Sfo

SmnnmAgsm (In Arizona) Tke name and address of the statutory agcnt of the company
fn tQL(& ! | \:Q
990 N. 5’1 nel S‘f’ruf

ok it t,ia11e47 AZ [5x53

Dissolution. The latest date, if any, on which the limited liability company must dissolve
is '

S———r—

Management.

Management of the limited liability company is vcstcd In & manager or managers, The
names and addresses of each person who is 2 manager AND each member who owns a

twenty peecent or greater interest in the capital or profits of the fimited liability company
are:

Management of the limited hablllty company |s reserved to the members. Thc names and
addresses of each person who is a member are:




DO NOT PUBLISH | S b
THIS SECTION

Nm::‘ l“lblﬁs\ 1. Bkﬁ]frf

¥ member { 1 manager { ] member { ] manager -

. P
LT,
.

il

Ad:ess: G900 N. 527 llt‘l ,plu.tb
City, Sute, Zip: ._’\?.C.ET.E I!!K { !‘.‘! “es! liz d"5ﬂ53

ALY )

. g

i Ml Novd . Rudl ik
o [Wnember [ 3 manager [ } member { } manager
Adess:| 5908 R Jo»/ze-(f o,
city,swie, Zin:| “ehena, 20 STYIL

ARTICLE $,b.

Depending upon your

selectionin S0, | EXECUTED this_ 2 _dayof __ /lnm® , Koz,

pravide the numm

and addresses of

manageis and o M-/e{ 0 L“Q :

bers of th : ;

m ﬁ: ! ::hm &étgnamre] [Signature]

::;pplzcable :u: for m -v‘v,«f.\ T - \.m.b’

member managed [Print Name Hecre] [Print Name Here)

company cannot
g, | PHONE _440-991-4373 FAX _HU-991- 4969

The person(s) Acceptance of Appoiatment By Statutory Apgent

creculing this

docament need not be . :
mnbu(:;‘::mm te I J/ﬂ lo\vm’.\ Tt \3 ’cc.,\t , huving been designated to act as Statutory
company. Agent, hereby consent to act in that capacity until removed or resignation is submitted in
Your fax and phone accordance with the Arizona Revised Statutes. :

number Is optionat. s

mm;y Signature of Stayory Agent

exccuting the consent.

Sce ARS. §29-601

et seq. for more info.

LL:0004

Rev. 3/2002




T SIATEOF ARZONA

Office of the
CORPORATION COMMISSION

The Executive Director of the Arizona Corporation Commission does hereby certify that
the attached copy of the following document:

ARTICLES OF AMENDMENT, 10/01/20091

consisting of 1 pages, is a true and complete copy of the original of said document on file with this
office for:

LONGEST DRIVE, LLC
ACC file number: L-1029797-0

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
the official seal of the Arizona Corporation Commission on this date:
March 5, 2014.

Ot S

Jodi” A. Jerich, ecutive/|Director

R\l
d

:T'amé Bazel
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02935175
AZ CORPORATION COMMISSION
FILED ARTICLES OF AMENDMENT TO
0CT 01 2009 ARTICLES OF ORGANIZATION

o L-/029 7970 OF HONCEST DRIVE, L.L.C.

1. The name of the limited liability company is: LONGEST DRIVE, L.L.C,;

2. The Articles of Organization were originally filed with the Arizona Corporation
Commission on May 10, 2002,

THE AMENDMENTS SO ADOPTED:

1. MEMBERS- The name and address of the Member of the Company who owns
20% or more of the Company is as follows:

MICHAEL J. BLAKE, CO-TRUSTEE OF THE FULLY AMENDED AND
RESTATED MICHAEL J. BLAKE AND JANICE L. BLAKE TRUST,
DATED SEPTEMBER 12, 1996 AS AMENDED
9900 N. 52™ St.

Paradise Valley, AZ 85253

2. MANAGEMENT - Management of the limited liability company is vested in
the manager, whose name and address is:

MICHAEL J. BLAKE
9900 N. 52™ St.
Paradise Valley, AZ 85253

IN WITNESS WHEREOF, the below-signed Manager executes this Amendment to the
Articles of Organization as of this 1* day of September, 2009.

LONGEST DRIVE, L.L.C,,
an Arizona limited liability company

o M) e

MICHAEL J. BLAKE, Manager

B9883.0002 BN 4364864v1




COMMISSIONERS MATTHEW J. NEUBERT
BOB STUMP, Chairman DIRECTOR
GARY PIERCE
BRENDA BURNS SECURITIES DIVISION
BOB BURNS 1300 West Washington, Third Floor
SUSAN BITTER SMITH Phoenix, AZ 85007
TELEPHONE: (602) 542;4242
FAX: (602) 396-566
EXECJUOTD‘.VéEDRIchEHCTOR E-MAIL: secumbsdlv@nzcc.gov
ARIZONA CORPORATION COMMISSION
June 24, 2013 ;
Received
JUL 16 203
: . . Arizona . o
Jeanine Colditz Devine, VP "zggguri e B?;?mlsslon
Mid Atlantic Capital Corporation —_=n
1251 Waterfront Place, Suite 510
Pittsburgh, PA 15222-6368

RE: Pending Salesman Application for Blake, Michael J. (CRD #2022161) i
Dear Ms, Colditz-Devine:

The Securities Division (“Division”) received notification through WebCRD that the
above-referenced applicant has requested registration in Arizona as a salesman. After a
preliminary review of the application, the Division has the following comments:

1. It appears that the Applicant is affiliated with Crimson Crossings Retail Investors,
LLC. The Division requests clarification of this activity including an explanation
of what business is being conducted through this entity. If the entity is no longer
active, please advise whether or not articles of termination have or will be filed or
that such other similar action will be taken with respect to the entity.

2. The Division notes that the Applicant’s WebCRD record contains Reportable,
Legacy or Archive information. Please provide the following:

a. A notarized narrative from Michael J. Blake explaining in precise detail the
applicant’s conduct with respect to all reportable disclosures on the
applicant’s U-4. The narrative is to include a summary of the disposition and
present status of this matter, NOTE: Only an original notarized document
will be accepted; a photocopy will not be considered responsive to this
request.

b. Copies of relevant documents (i.e. initial complaint, pleadings and any other
relevant documentation verifying final resolution).

1200 WEST WASHINGTON, PHOENIX, ARIZONA 85007 / 400 WEST CONGRESS STREET, TUCSON, ARIZONA 85701
WWW.azCC.gov ACCDOOOOZ
FILE #8451



http://www.ucc.gov

Jeanine Colditz Devine
June 24, 2013
Page 2 of 2

Only responses tendered in writing will be considered as adequately responding to this
letter. Sending a copy of the U-4 will not be considered a sufficient response. In lieu of providing
the foregoing information, the applicant may withdraw the application for registration by filing a
Form U-5 with this Division,

Sincerely,

Sudhr Syl

Sandra J. Franklin
Registration & Licensing Analyst

SJF/sif

ACC000003
FILE #8451




180 Promenade Circle, Suite 220
Sacramento, CA 95834

(916) 286-7850 Fax: (916) 286-7860
WWW.macg.com

Mid Atlantic Capital Corporation

July 15, 2013

Received
JUL 16
Arizona Corporation Commission b 2013
Securities Division Arizona Gorp. Commission
Attn: Sandra J. Franklin Securities Division

1300 West Washington, Third Floor
Phoenix, AZ 85007

Re: Pending Salesman Application for Blake, Michael J. (CRD # 2022161)
Dear Ms. Franklin,

Per your letter to Mid Atlantic Capital Corporation dated June 24, 2013, 1 am attaching the
requested information regarding Mr. Blake, including Crimson Crossing Retail Investors,
LLC info and the notarized narrative from Mr. Blank about the reportable disclosures on
his U4 with copies of the relevant documents.

If you should need anything further regarding Mr. Blake’s registration with Mid Atlantic
Capital Corporation, please do not hesitate to contact me either by phone at 916-286-7843
or by email at jbrown@macg.com.

Sincerely,

Licensing & Registration Administrator

attachment

ACC000001
FILE #8451

ReaisTERED BROKER/DEALER - MEMBER FINRA & SIPC



http://www.macg.com
mailto:jbrown@macg.com

~ Sandra |. Franklin

e

Arizona Corporation Commission Receiveq
Registration and Licensing Analyst
1200 West Washington

Phoenix, AZ 85007

JUL 16 2013

Ariz
ug e euilimission
€curities Divisjon

Dear Ms. Franklin,
RE: Pending Salesman Application for Blake, Michael ]. (CRD #2022161)

Thank you for your consideration for registering my securities license in the state of
Arizona. Here is some background information. I have been security licensed since
1990, and security licensed in the State of Arizona since 1999. In my entire career |
have never had a complaint from a client regarding my handling of their security
accounts. The complaints on my U-4 all are the result of an approved outside
business activity that I have been apart of since 2002. My broker dealer approved
this outside business activity, Longest Drive LLC, every year from 2002-2009.
Through Longest Drive LLC we invested in commercial real estate projects. I was a
member of Longest Drive LLC. I did not receive any compensation, additional or
preferred benefits. I was an investor equal to all other members. Unfortunately in
2008 the world experienced a global real estate meltdown. The developer we were
invested with filed for bankruptcy in 2010 and closed their doors. Longest Drive
LLC has two active projects that were funded in 2006. There have been no new
projects and there will never be any new projects. At the conclusion of these two
projects, Longest Drive LLC will be closed. !

I retired from Ameritas Investment Corp on February 28, 2013 and have spent the
last four months in search of a new broker dealer. After extensive due diligence by ‘
both sides, | have agreed to join Mid Atlantic Capital Group. It was during this ;
process that [ was notified that Carillon Investment Corp, now Ameritas Investment
Corp. had stopped paying for my Investment Advisor designation in 2003 and
therefore my series 65 is no longer active in the state of Arizona. I am currently
studying for my series 65 exam and anticipate taking this exam the first week in
August.

On May 24, 2013 FINRA approved my registration.

Attached are the explanations and documents that you had requested. 1do
appreciate your consideration for my request to be registered in the State of
Arizona.

Sincerely,

Blake

ACC000010
FILE #8451




Recelved

JUL 16 2013

Arizoiia L iy, Commission
Securities Division

Crimson Crossing Retail Investors LLC

In November 2007, Mr. and Mrs. Blake made a personal investment of $250,000.00
into Crimson Crossings Retail Investors LLC. This project was being developed by
Kinetic Development Inc. Mr. and Mrs. Blake are not involved with Kinetic
Developments Inc. Crimson Crossing is a raw piece of land located at Southern and
Crimson in Phoenix just off Hwy 60 and across from a hospital. Mr. and Mrs. Blake
after careful examination of marketing materials and proforma’s, decided to invest.
After the down turn of the real estate market in Phoenix, Kinetic Development Inc.
ran into serious financial issues with Crimson Crossing Retail Investors. On
December 31, 2009 Kinetic Companies Inc. was able to successfully transfer the title
to another entity Ocean Property Holdings LLC. Mr. and Mrs. Blake are not involved
with Ocean Properties. Ocean Property Holding was able to infuse capital into this
project to keep it moving forward. At this time the terms of this capital infusion
virtually eliminated any potential profit for their original investors and the terms
were so skewed toward Ocean Property Holding the likely hood of ever seeing our
principal back was diminished greatly.

As of today the property is still undeveloped and there is no chance that we will ever
receive our principal back. Kinetic Companies still sends us a K-1 for this project.
(See attached)

ACC000004
FILE #8451
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Randall S. Joselit, C.P.A., PB.C.
1430 E. Missouri Avenue, Suite 105
Phoenix, AZ 85014

Recelved

JUL 16 208

ission
zona Corp. Con'fn}
. securities pivision i

MICHAEL J BLAKE AND JANICE L BLAKE
TRUST DATED SEPTEMBER 12, 1996

AZ
Habidshihilihilinadli

ACC000005
FILE #8451
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Randall 8. Joselit, C.P.A., P.C.
1430 E. Missouri Avenue, Suite 105
Phoenix, AZ 85014
602-264-9315

March 25, 2013
CONFIDENTIAL

MICHAEL J BLAKE AND JANICE L BLAKE
TRUST DATED SEPTEMBER 12, 1996

A2

Dear MICHAEL.:

‘We have prepared the enclosed copy of your Schedule K-1 for CRISMON CROSSINGS
RETAIL limited liability company. It contains your share of the limited liability company's items
of income/loss, deductions, credits, and other information for the limited liability company's tax
year ended December 31, 2012. These items are to be reported on your federal income tax return;
therefore, this schedule should be retained with your tax records and documentation.

Also enclosed is state K-1 information, if applicable. This information should also be retained
with your tax records and documentation.

Also enclosed is your basis information, This information consists of your basis in the limited
liability company and, if applicable, your share of any suspended or disallowed losses. Retain
this information with your tax records; it may be needed to complete your federal income tax
return.

If you have any questions, or if we can be of assistance in any way, please call.

Sincerely,

Randall S. Joselit, C.P.A., P.C.

ACC000006
FILE #8451
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IRS.goviom1065

a'f'&"'ﬁv':‘,-'.ﬁm-—:-rv&';ﬁm:&1” AT A TN I it boay o ST TR S TR BT TR DTSN I ST RO IGRIRA T D Tt a aOE IR TTREN Y ';
CRIGMON 03/26/2013 12:30 PM i
Partner$# 2
Schedule K-1 201 2
(Form 10865) '
of tha Treasury For calendar yaar 2012, or tax i
Internal Raverua Service |
ending 2 Nel rertal real estate income (loss) ;
Partner's Share of Income, Deductions,
Credits, etc. D> See back of form and separate instructions. | 3 Other nat rental income (ioss) 16 | Foreign transactions
o e R -
A _Petnershi's idantification rumber
" ]
B Parnership's name, adcress, city, state, and ZIP cods
CRISMON CROSSINGS RETAIL 62 | Ordinary dividands
INVESTORS, LLC
2390 E CAMELBACK RD., SUITE 204 6 | OQualifed dividends
PHOENIX AZ 85016
C IRS Conter where partnership filed retum 7 Royalties
Ogden, UT 84201-0011
8 Net short-tom capial gain (loss)
) D Check if this is @ publicly traded partnership (PTP)
CEpaR L hithirmation NEaut s ! "] oa | Netbngéer captal gain (oss) 17 | Atemative minimum tex (AMT) kams
€ Patners
" =T
F Painers name, ackiress, city, stats, and 2IP code
9 | Unecaptured section 1250 gain
MICHAEL J BLAKE AND JANICE L BLAKE
TRUST DATED SEPTEMBER 12, 1996 10 | Natssction 1231 gain (loss) 18 | Taxaxemptincome and
nondeductible expanses
AZ -___ 11 | Othorincome (loes)
6 [[] Genorspartneroruic Limited partrer or other LLC
mamber-manager member
" @ Domestic partne D Foreign pertrer
" Wattpedlenttysthispaner _TXUST 19 | Disyibutions
12 If this partner is a reirsment plan (IRA/SEP/Keogh/elc.), check here 12 | Section 179 dedustion
{soe instructions) ... TP U PR OO ]
J Pﬂm\ahdwednoﬂ;.:s;;:wﬂ(sumtmdbns): Ending “ Ot dockactions
profit 8.132000 « 8.132000« 20 | Oter information
Loss 8.132000 « 8.132000«
Capital 8.132000 « 8.132000+«
K Pariners share of kabilties at yoar end:
NoraCouso $ 4 | Sef-employment samings (loss)
Qualfied rorvecourse finncing §
m ..................................... s 8
L Partner’s caphtal accourt analysic *Ses attached statement for additional information.
Wmlm ........................ s 246’581
Capialcortributed dringtheyear
Cument year increase (decrease) ...,
Wihdrowals & distibutions. $ Y| &
Engemtaiaant 246,581 | &
W
rosmn [ ome [ secionTosppmck 2
Other (epiain) p
M Di the partner contribute property with a buit-in gain or lss? *
D Yes No
¥ "Yes," attach statement (see instrctions)
For Paperwork Raduction Act Natice, see Instructions for Form 1086 Scheduts K-1 (Form 1065) 2012
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Page 2

This list identifies the codes used on Schedule K-1 for all partners and provides summarized reporting information for pastnars who file Form 1040.
For detailed reporting and filing Information, see the separate Partner's instructions for Schedule K-1 and the instructions for your income tax return.

1. Ordinwy i (10ss). Dx

ine whather the income {loss) is

passive or nonpassive and enter on your retum as follows.

Passive oss

Passive income

Nonpassive logs

Nonpassive income

Nat rantal real estate income {loss)
Other net rental income (loss)

Net income

Net loss

Guaranteed payments

interest incoms

v

CGualitied dividends
. Royalties
8. Netshort-term capital gain (loss)
Sa. Nt long-term capital gain (loss)
8h.  Collectibles {28%) gain (loss)

4

5

Sa  Ordinwy dividends
[

7.

Sc. Unracaptured section 1250 gain

10.  Not section 1231 gain {loss)
11.  Other income (loss)

Other postfolio income (loss)
Involuntary conversions

Sec. 1256 contracts & straddies
Mining expioration costs recapture
Cancelation of debt

Ofther income (loas)

"‘NQO@)g

12 Section 179 daduction
13, Other deductions

Cash contributions (50%)
Cash contributions (30%)
Noncash contributions {50%)
Noncash contributione (30%)
Capial gain propesty lo & 50%
organzation (30%)
Captal gain propery (20%)
Contribetions (100%)
kwestment interest expanse
Daductions—royalty Ihcome
Saction §3(e)(2) expenditures
Deductions—portfolio (2% flocr)
Deductians—portfolio (other)
Amounts paid for medical insurance
Educational ass# benefit

Dependent care benefits

mooOw>

EXC =SHox LIOZEXZr-R~-TO™

14, Seif-employment samings (loss)

Report ont

See the Pariner's instructions
Schedule E, fine 28, cokumn (g)
Schedule £, ine 28, coumn (h)
Scheduls E, line 28, column (j)

See the Pastner’s Instnuctions

Schecule E, ine 28, column (g)
See the Partner’s Insiructions
Schadule E, ine 28, column §)
Form 1040, line 8a

Form 1040, ine Sa

Form 1040, line 8b

Scheduie E, line 4

Schedule D, ne 5

Scheaule D, fino 12

28% Rae Gain Workshee, iine 4
{Schedule D instructions)

See the Partner's Instruclions
Soe the Partner's Instructions

See the Partner's instructions
See the Pariner’s Instructions
Form 6761, lins 1

See Pub. 535

Form 1040, ine 21 or Form 582
See the Pactner'’s Instnuctions
Soe the Pariner's Instructions.

Ses the Partner's
Instructions

Form 4952, line t

Schedule E, ine 19

See the Partnes’s inatructions
Schedule A, Ine 23

Schadule A, Ine 28

Scheduls A, line 1 or Form 1040, line 29
See the Parinar's Instiuctions

Form 2441, ne 12

See the Partners instructions

Soe Form 8582 instructions

Sea the Pariner's Instructions
See the Partner's Instructions
See Form 8803 inetructions

Form 8803, fine 7o
Form 8903, line 17
Sea the Pariner’s Instruciions

Note. f you have a section 179 deduction or any partnerdevel deductions, see the

Partner’s Instructions before compilaling Schedule SE.

A Nel samings (loss) from
self-employment

B Gross faming or fishing income

C  Gross nondam income

15. Credits

A Lowincome housing crodt
(section 42(46)) fram pre-2008
buikings

B Low-ncome housing credit
{othar) from pre-2008 buidings
C  Lowincome housing crec
(section) 424)(5)) from
post-2007 buiidngs
D  Lowdincome housing credit
(other) from post-2007
buiidings
Qualfied rehabilitation
axpandiunes (mnkal isal estol)
Othar rental real astata creciks
Other rentai credits
Undisiributed capital gains crodit
Alcohol and calhiosic biofuel fuels
cragit

~XOm

Schedule SE, Section A B

Sao the Parinar’s Instructions
See tha Partner's instructions

P See the Partner's Instructions

Form 1040, ina 71; check box a
$w the Partnar's Instructions

oM ACC000008
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1%

17

18,

18,

Code Raport on
J  Work opportunity crack -
K  Disabliod access credi
L Empowerment zone ax

renawel community

amploynent credit
M Cradit for increasing research

activities

P Sea the Partner's Instructions

Total foreign taxes paid
Total foreign taxes accrued
Reduction in taxes avadable for credt
Foreign trading gross recaipts
Extraterritorial incorns exclusion
Other foreign transactions
Alternative minkmum tax (AMT) iterns
Post-1996 depreciation adustment
Adjustad gain or loss
Deplation (other than ofl & gas)
QOll, gas, & pacthermal-—gross ncome
O}, gas, & geathermal-duductions
Othor AMT tems

P and deductible axp
Tax-axempt infersst income
Other tai-exempt Income
Nondeductible expenses
Distributions
A Cash and marketable securlies
B Distribution subject to saction 737

N Credit for empioyer sacial
sacurity and Medicare taxes
P Other cradits -
Foreign transactions
A Nameof country or U.S.
Posessson Form 1118, Part!
€ Gross ncome sourced at
pariner ievel
Foreign gr0ss income sowrcad at partnership love!
D Passive category
Form 1118, Part }
F Other
G Interast expanse Form 1116, Part |
H  Other Form 1116, Part |
Deductions allocated and apportioned st partnership leval to foreign source
income
:}Formiﬂs,Pml
Form 1116, Part tl
Form 1116, ine 12
Form 8873
Fomm 8873

O  Backup withholding
B  Gross income from all sources
E  General category
Deductione allocated and apportioned at partner level
1] Passive category
Forr 1116, Part il
See the Partner's Instructions

PvQozxwr

QWP MTITMOOB® >

Faorm 4952, ine 4a

Form 4952, ke 5

Form 4138

Soa the Partner’s Instructions

See the Partnar's Instructions
Form 8611, ine 6

é
|
z

wredit (section 42(1X6)

TOTO ZT=E

“« XE<CcA®

Racapture of low-income hausing
credit (other}
Recaplure of hwestment credit
Recapture of other cradis
Look-back inlerest—complated
fong-term contracts

Look-back nterest-~income forecast

Form 8611, kne 8

See Form 4265

Seo the Partner’s intructions
S8 Form 8697

Seoe Farm 8866

S See the Pariner's
Instnuctions
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CRISMON 03/25/2013 12:30 PM
Partner# 2
ARIZONA FORM Resident Partner's Share of Adjustment 2012
165 to Partnership Income
Schedule K-1
CHECK ONE:
Original |}__(] " D For the @ calendar year 2012 or D fiscal year beginning and ending
Partner’s identifying number Parinership's employer identification number
Partner's name, address, and ZIP code Partnership's name, address, and ZIP code
MICHAEL J BLAKE AND JANICE 1L BLAKE CRISMON CROSSINGS RETAIL
TRUST DATED SEPTEMBER 12, 1996 INVESTORS, LLC
2390 E CAMELBACK RD., SUITE 204
] az I PHOENIX Az 85016
Before change
Partner's percentage of: or termination End of year
Proftsharing 8.132000% 8.132000%
Losssharing 8.132000% 8.132000%
Ownershipofcapital 8.132000% 8.132000¢
Type of partner (individual, trust, etc.): Trust
NOTE: CORPORATE PARTNERS MUST USE FORM 165, SCHEDULE K-1(NR).
1 Adjustment of partnership income from federal to Arizona basis - from Form 165, page 1, fine 6 | 00}
2 Partners percentage of profit or loss (expressed as a decimal) 8.132000|
3 Partner's distributive share of the adjustment of parinership income from federal to
Arizona basis - multiply ine 1by lne2 La ] ool

Resident individuals:

PARTNER'S INSTRUCTIONS

The partnership is required to adjust ifs income from a federal o Arizona basis. Line 3 of Form 165, Schedule K-1, ks the partner’s distributive share of that
adjustment. Report the amount from ine 3 on your Arizona tax retum according {o the instructions below.

i iine 3 is a positive number, enter the amount on Form 140, page 2, line B11.
If line 3 Is a negative number, enter the amount on Form 140, page 2, line C29.

Part-Year Resident individuals:

It line 3 Is a positive number, enter that portion of line 3 that is aliocable to partnership incoms taxabie by Arizona on Form 140PY, page 2, line C23.
I fine 3 ks a negative number, enter that portion of line 3 that is allocable to partnership income taxable by Arizona on Form 140PY, page 2, line D35.

Resident Estates or Resident Trusts:
If line 3 is a positive number, enter the amount on Form 141AZ, page 2, Schedule B, line B3.
Ifine 3 is a negative number, enter the amount on Form 141AZ, page 2, Schedule B, fine BB,

ACC000009
FILE #8451

ADOR 10344 (12)
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To whom it may concern,

Re: Longest Drive LLC
Grace Communities/Grace Capital LLC

Longest Drive LLC has been an investor only in numerous commercial real estate
projects that we have built or attempted to build. Longest Drive LLC has been treated
exactly the same as all other Grace investors. No one from Longest Drive LLC has been
employed in any capacity with Grace and no one from Longest Drive LLC has ever been
paid commissions for any services or fees.

Sincerely,
Received
Donald Zelezn JUL 1 6 2013
Manager Arizona vorp, Commission
Securities Division

ACC000011
FILE #8451
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PO. Box 40409

1876 Waycross Road

Cincinnati, Ohio 45240-0409

513.595,2600

1.800.999.1840

Fax 513.595.2747

SN
-carilloninvest.com

Cil 311 3-01

Carillon

Investments, Inc.

To: Michael Blake Date: November 15, 2002

Agcnc; #45
4

Fromm Subject: OBA Questionnaire

Linda Shumard, Ext. 5263
Securities Licensing Coordinator

Attached is a copy of your Outside Business Activity Questionnaire which Bemnie has
approved. Please keep this for your file.

ACC000012
FILE #8451

CUSTOMIZED FINANCIAL SOLUTIONS — PERSON BY PERSON™




1876 Waycross Rd.
Cincinnati, OH 45240.
Outside Business Activity Questionnaire
Mideed T Tloke 600 Ta259 S
Registered Representative Name Rep Number Agency Number
1. Name of Busincss Activity (A separate OBA Qhéﬁiionﬂiifc.ﬁu.si. pe completed for each activity):

LaAe}g_; t D JlC

2. Address of Business Activity: 9900 N, 59 nel S‘!’ 3 e.ef‘ ‘
el SL[_thQ'Q‘;L’ A2 ¥S32573

3. Pleave describe the outside business activity (be specific) Tpve 1{ mawd N Commarci b

I‘QO-Q 6)'4:\{(. ‘,Jg,,gp ] gqgmg.‘h/{‘; PLLD&XA. ‘m b{ﬂ.}‘ /MJ,

4. Are you updating or modifyiny information ahout an natside business uctivity previously disctosed to Carillon?
@‘?l;:‘s

L NO
S. Structurc of Business Orpanization (select one) ]
01 Corporation N Parincrship
+ 1 Solc Propnictorship ‘ & Other
If Corparation, is it a; n*C" Corp Q8" Corp
1f Corparation. are the shares publicly traded: U YLS IINO
)f Solg Praprietorship, who is thc owner: |
If Parmership, pleasc indicate: M General Partnership 0 Limited Partnership

Are you a General Paruer, Limitcd Parmer, Both or Neither?

6. Du you huve a financia) intcrest in this business activity?
H